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ENTREPRENEURSHIP  IN  AMERICA: 
ALASKA'S  SMALL  BUSINESS  ENVIRONMENT 


THURSDAY,  AUGUST  17,  1995 

United  States  Senate, 
Committee  on  Small  Business, 

Washington,  D.C. 

The  Committee  met,  pursuant  to  notice,  at  9:15  a.m.,  in  the  All 
Hands  Club,  U.S.  Coast  Guard  Base,  Ketchikan,  Alaska,  the  Hon- 
orable Christopher  S.  Bond  (Chairman  of  the  Committee)  presiding. 

Present:  Senators  Bond  and  Murkowski,  ex  officio. 

OPENING  STATEMENT  OF  THE  HONORABLE  FRANK 
MURKOWSKI,  A  UNITED  STATES  SENATOR  FROM  ALASKA 

Senator  Murkowski.  Gk)od  morning,  ladies  and  gentlemen.  Let 
me  just  briefly  welcome  you.  But  first  I  want  to  thank  Capt.  Ben 
Peterson  for  making  this  facility  available. 

When  I  was  in  the  Coast  Guard  here — I  will  not  tell  you  how 
many  years  ago — ^but  the  only  thing  up  on  this  hill  was  a  dentist. 
And  I  would  not  say  that  he  was  the  most  painless  dentist,  because 
I  remember  having  my  wisdom  teeth  pulled  up  here.  That  is  about 
the  only  fond  memory  I  have  of  the  hill. 

So  I  gather  there  has  been  a  substantial  improvement  with  this 
new  facility.  I  had  the  pleasure  of  being  here  at  the  opening.  I  can't 
remember  how  many  years  ago  that  was.  Funny,  I  can  remember 
the  tooth,  but  I  cannot  remember  how  we  opened  this.  But  thanks 
for  making  it  available. 

Just  very  briefly,  we  have  a  policy  in  the  Senate,  we  do  not  leave 
an  opportunity  without  an  unspoken  thought.  So  I  have  a  brief 
opening  statement  today. 

Let  me  welcome  everyone  from  the  community  and  thank  you  all 
for  attending  the  Senate  Small  Business  Committee  hearing,  which 
Senator  Bond,  my  colleague  and  good  friend,  Chairs  in  the  United 
States  Senate.  As  you  know,  Senator  Bond  is  from  Missouri,  but  he 
is  a  close  friend  of  Alaska,  a  close  friend  of  Senator  Stevens  and 
Don  Young,  and  has  taken  an  interest  in  our  State.  He  has  visited 
our  State  on  many  occasions,  and  that  is  very  helpful,  because,  as 
you  know,  we  are  a  little  bit  unique. 

We  are  a  pretty  big  chunk  of  real  estate.  We  are  the  new  kid  on 
the  block.  We  have  only  been  in  the  Union  for  about  37,  38  years. 
And  we  have  got  a  lot  of  potential  with  regard  to  resource  develop- 
ment, where  most  of  the  other  States  established  their  patterns, 
land  patterns,  100  years  ago.  So  it  is  important  that  we  have  folks 
in  Congress  who  are  familiar  with  our  capabilities,  are  sensitive  to 
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our  needs,  and  recognize  our  commitment  to  responsible  environ- 
mental considerations  as  we  develop  those  resources. 

I  also  am  pleased  to  welcome  Louis  Taylor,  who  is  the  Staff  Di- 
rector for  the  Small  Business  Committee.  And  we  are  going  to  have 
lunch  in  Metlakatla  today,  and  the  Senator  is  going  to  go  without 
lunch  today,  because  he  will  be  traveling  over  to  the  west  coast. 

Now,  Chairman  Bond  has  also  been  serving  as  co-chairman  of 
the  Republican  Regulatory  Reform  Task  Force.  He  may  want  to 
talk  a  little  bit  about  that.  It  is  kind  of  like  rowing  uphill  some- 
times. You  always  need  a  few  more  boats.  But  we  are  picking  up 
support,  and  the  aspects  of  cost-benefit  and  risk  analysis  are  now 
understood  by  most  people.  It  was  not  that  way  when  you  started 
in  with  that  effort.  And  I  think  the  aspect  of  regulatory  reform  is 
going  to  be  very  meaningful  for  the  small  business  community  of 
the  United  States. 

The  U.S.  Chamber  of  Commerce  spends  a  lot  of  time  and  effort 
in  the  area  of  generating  support.  Some  of  the  bureaucrats  are  ter- 
ribly afraid  of  the  concept  because  they  can  foresee  just  what  risk 
analysis,  cost-benefit  will  mean  to  their  oversight  responsibilities. 
It  will  penetrate  and  provide  some  daylight  in  the  process.  And  you 
will  be  able  to  understand  and  analyze  just  what  risks  are  associ- 
ated with  some  of  the  regulatory  matters. 

Now,  small  business  development,  of  course,  in  Alaska  is  really 
what  Alaska  is  all  about.  We  have  no  resident  accumulation  of  cap- 
ital. Our  capital  input  is  dependent  on  individuals  looking  at  oppor- 
tunities in  Alaska,  not  necessarily  for  markets  but  for  resource  de- 
velopment, and  for  the  most  part,  marketing  whatever  the  product 
is,  outside,  where  there  is  a  large  population.  So  there  is  a  high  de- 
gree of  risk,  coupled  with  the  reality  that  probably  the  toughest 
business  of  any  business  is  a  small  business.  You  have  to  comply 
with  all  the  regulations  of  big  business,  but  you  don't  necessarily 
have  the  capability  of  putting  those  responsibilities  out  in  the 
broader  area  as  you  do  in  big  business. 

Nevertheless,  small  business  is  the  backbone  of  our  State,  Sen- 
ator Bond,  as  it  is  in  your  State.  We  are  proud  of  our  small  busi- 
ness community.  We  are  told  that  small  business  constitutes  about 
98  percent  of  our  jobs  in  the  State  of  Alaska.  That  will  give  you 
some  idea  of  how  significant  it  is. 

We  have,  of  course,  in  southeast,  the  health  of  our  small  business 
area  dependent  on  the  health  of  our  resources,  and  that  is  directly 
related  to  the  forest  products  industry.  We  are  having  a  little  prob- 
lem with  the  U.S.  Forest  Service  now,  because,  as  you  know,  if  you 
are  from  the  area  of  Alaska,  Uncle  Sam  owns  virtually  everything. 
It  is  either  the  Park  Service,  the  Forest  Service,  or  the  BLM.  After 
that,  there  is  really  not  much  left,  U.S.  Fish  and  Wildlife  Service. 

So,  that's  about  where  we  are.  But  we  are  at  a  crucial  stage  in 
southeast  relative  to  trying  to  get  the  Forest  Service  to  establish 
an  allowable  cut  at  a  level  that  will  maintain  a  reasonable  forest 
products  industry  and  still  safeguard  our  fisheries  and  our  tourism 
industry.  And  if  you  look  at  Ketchikan  Daily  News  today,  why,  you 
can  see  the  extent  of  the  controversy. 

I  have  had  workshops  in  Sitka  the  day  before  yesterdav,  and  we 
had  a  workshop  here  yesterday,  4y2  hours,  getting  people's  input. 
We  plan  to  take  that  back,  exercise  it,  and  come  back  with  another 


workshop.  Then  Representative  Young  will  be  introducing  his  bill 
and  we  will  be  having  additional  hearings  in  the  State. 

We  hope  that  we  can  get  some  stability  in  the  industry.  Because 
if  you  do  not  put  in  a  mill  or  operate  a  mill  or  employ  people;  un- 
less you  have  the  ability  of  insuring  you  are  going  to  be  in  business 
next  year  and  would  not  be  down  for  lack  of  activity,  it  is  a  real 
problem. 

So  I  am  here  to  participate  with  Senator  Bond.  This  is  Senator 
Bond's  hearing.  I  think  we  have  an  interesting  panel,  and  I  want 
to  thank  you,  particularly,  for  your  willingness  to  come  down.  We 
had  a  hearing  in  Anchorage,  as  well.  So  you  started  up  north,  and 
now  you  are  seeing,  I  think,  a  very  special  part  of  the  State. 

So,  Senator  Bond,  thank  you  for  being  here,  and  we  look  forward 
to  the  hearing. 

OPENING  STATEMENT  OF  THE  HONORABLE  CHRISTOPHER  S. 
BOND,  CHAIRMAN,  COMMITTEE  ON  SMALL  BUSINESS,  AND  A 
UNITED  STATES  SENATOR  FROM  MISSOURI 

Chairman  Bond.  But,  Frank,  I  want  to  express  my  sincere 
thanks  to,  you  for  helping  us  arrange  this,  Capt.  Peterson  for  the 
hospitality,  and  the  people  of  the  Coast  Guard  Base  for  having  us 
here.  I  want  to  welcome  all  of  the  people  who  have  come  out  as  wit- 
nesses today,  and  I  will  begin  by  formally  gaveling  this  hearing 
open  and  say  that  I  have  a  very  lengthy,  very  comprehensive  writ- 
ten statement.  But  I  have,  fortunately,  learned  that  you  can  submit 
those  for  the  record,  and  anybody  who  wants  to  read  it,  you  will 
have  copies  available  and  you  can  read  it  at  your  leisure  or  do 
what  you  will  with  it. 

Basically,  what  I  was  going  to  say  in  that  lengthy  statement  is 
that  as  Chairman  of  the  Small  Business  Committee,  I  have  been 
holding  hearings  on  entrepreneurship  in  America  across  this  coun- 
try. We  have  held  hearings  in  Missouri  and  there  are  hearings 
going  on  in  Maine  and  Montana.  I  have  been  to  Tennessee  and 
New  Mexico.  But  Frank  Murkowski  and  Ted  Stevens  have  im- 
pressed upon  me  the  importance  of  small  business  to  Alaska  and 
what  a  major  part  of  the  economy  that  small  business  is. 

So  I  came  here  to  listen  to  people  involved  in  small  business,  to 
hear  what  the  Federal  Government  is  doing  right,  what  it  could  be 
doing  better,  what  it  might  be  doing  wrong,  and  what  needs  to  be 
changed. 

Now,  the  Small  Business  Committee  basically  has  responsibility 
for  overseeing  the  work  of  the  SBA,  the  Small  Business  Adminis- 
tration. And  we  have  had  to  take  some  major  steps  to  change  its 
loan  guarantee  program.  Because  of  budgetary  constraints,  we 
have  to  lower  the  Federal  Government's  exposure,  and  we  just 
passed  a  bill  in  the  Senate  last  week  to  do  that.  I  think  we  can 
keep  the  program  strong. 

I  believe  in  the  7(a)  loan  program  and  504  community  develop- 
ment program — if  you  happen  to  be  in  an  area  where  you  use 
those,  you  know  what  I  am  talking  about.  Most  people  do  not  and 
it  is  extremely  boring.  If  anybody  wants  to  talk  about  them,  I  will 
be  happy  to  go  into  it.  But  that  is — it  can  be  very  important  for 
small  and  growing  businesses  that  want  long-term  capital,  and  the 
Small  Business  Administration  makes  it  available.  Another  thing 


that  is  wide  open  right  now  in  terms  of  the  budget  is  small  busi- 
ness development  companies  and  how  they  can  assist  small  busi- 
nesses. 

The  third  thing  directly  in  the  Small  Business  Administration 
area  is  the  8(a)  program.  Recent  decisions  by  the  Supreme  Court 
raised  a  very  serious  question  about  having  a  race-based  preference 
program.  That  is  going  to  have  to  be  changed.  Again,  we  are  look- 
ing at  that  from  the  Small  Business  Administration  responsibility. 

But  beyond  that  Small  Business  Administration  responsibility, 
we  found  in  the  hearings  that  we  have  held  around  the  country 
that  men  and  women  involved  in  small  business  are  very  much 
concerned  about  taxation,  about  regulation,  about  litigation.  And 
one  of  the  things  that  drives  small  business  people  nuts,  whether 
it  is  in  the  metropolitan  areas  of  the  East,  the  farm  towns  of  the 
Midwest,  and  I  suspect  from  what  I  have  heard  already,  to  any- 
place in  Alaska,  is  regulation  that  makes  no  common  sense. 

Nobody  is  talking  about  regulatory  reform.  No  one  wants  to  see 
food  unsafe,  or  water  unclean,  or  the  environment  harmed.  And, 
frankly,  we  have  made  tremendous  progress  in  the  environment. 
We  are  proud  of  that.  I  consider  myself  to  be  a  strong  proponent 
of  the  environment.  I  want  to  see  our  environment  maintained.  I 
want  to  see  health  and  safety  improved.  But  I  want  to  see  it  done 
with  common  sense. 

And  as  Senator  Murkowski  mentioned,  I  am  co-chair  of  a  Senate 
Regulatory  Relief  Task  Force.  We  are  looking  at  some  of  the  areas 
of  obvious  overreaching  and  nonsensical  regulation.  We  have  pro- 
posed, and  we  are  within  one  vote,  of  shutting  off  the  filibuster  and 
moving  ahead  on  a  regulatory  reform  bill. 

That  regulatory  reform  bill  basically  says  when  you  get  ready  to 
issue  a  regulation,  you  have  to  use  common  sense,  you  have  to 
make  sure  it  is  worth  what  it  costs,  determine  what  the  benefits 
are,  and  how  much  it  is  going  to  cost.  That  is  number  one.  Number 
two,  if  health  or  the  environment  are  involved,  use  good  science. 
And  Senator  Murkowski  has  been  a  leader.  He  has  come  up  with 
language  and  directions  for  risk  assessment,  how  do  you  determine 
what  is  a  risky  activity. 

A  few  years  ago  in  Missouri,  we  spent  hundreds  of  millions  of 
dollars  cleaning  up  soil  that  had  a  couple  of  parts  per  billion  of 
dioxin  in  it,  probably  less  than  you  have  in  your  fireplace  at  home. 
But  the  Centers  for  Disease  Control  at  the  time  told  us  if  a  child 
ate  a  couple  of  teaspoonfuls  of  that  soil  with  parts  per  billion  of 
dioxin  in  it  every  day  of  his  or  her  life  for  70  years,  he/she  would 
have  about  a  one  in  a  million  chance  of  getting  cancer.  Well,  if  he 
did  not  plug  up  his  little  pipes  with  mud  by  then,  why,  I  could  un- 
derstand he  would  have  some  problems.  But  that  is  the  kind  of 
thing  that  is  wasting  resources  and  significantly  diverting  our  ef- 
forts from  cleaning  up  those  things  which  are  really  dangerous.  We 
want  to  see  common  sense,  good  science,  and  reasonable  cost-bene- 
fit analysis. 

With  that,  that  is  what  we  are  up  here  to  hear.  We  want  to  hear 
from  you,  where  you  see  the  Federal  Government  impacting  small 
business,  where  we  have  got  to  stop  doing  what  we  are  doing,  or 
do  it  better,  or  do  it  differently. 


We  have  an  outstanding  group  of  witnesses  who  have  come  to 
testify  today.  Many  of  you  have  already  prepared  written  state- 
ments, for  which  I  thank  you.  And  I  would  tell  you,  as  I  dem- 
onstrated, that  you  can  submit  those  for  the  record.  If  you  will 
hand  them  in,  they  will  be  included  in  the  record  in  full. 

We  would  like  to  have  you  keep  your  oral  presentation  to  about 
5  minutes  and  then  Frank  and  I  might  have  a  couple  of  questions 
for  you.  We  can  have  a  brief  discussion,  but  we  do  have  some  other 
commitments.  I  know  you  all  are  busy,  and  Frank  has  to  move  on. 
So  I  want  to  get  to  as  many  people  as  possible  this  morning. 

[The  prepared  statement  of  Senator  Bond  follows:] 


Opening  Statement  of  Senator  Christopher  S.  "Kit"  Bond 

Committee  on  Small  Business 

August  17,  1995 


This  hearing  of  the  United  States  Senate  Committee  on  Small  Business  will  now  come 
to  order.    It  is  a  pleasure  to  be  invited  here  to  Ketchikan  to  be  with  Senator  Murkowski  for 
one  of  a  series  of  Small  Business  Committee  hearings  I  have  promised  to  hold  around  the 
country  on  "Entrepreneurship  in  America. " 

As  the  Chairman  of  the  Senate  Committee  on  Small  Business,  I  have  initiated  these 
public  hearings  to  seek  the  views  and  comments  of  small  business  owners  to  guide  the 
Congress  as  we  rethink  how  government  can  best  serve  America's  small  businesses. 
Congress  must  take  responsibility  for  encouraging  entrepreneurship  and  making  sure  the 
federal  government  does  not  stifle  the  small  and  growing  business  sector  that  will  provide 
tomorrow's  innovative  products  and  new  jobs. 

Voters  made  it  clear  last  November  that  they  are  fed  up  with  government  inefficiency, 
wasteful  spending  and  excessive  regulation.    I  view  the  call  for  change  as  a  positive 
challenge  being  issued  to  all  of  us  in  government  -  a  challenge  to  target  our  resources  wisely 
and  increase  our  careful  oversight  of  federal  activities. 

At  the  same  time,  people  still  want  to  be  able  to  rely  on  government  to  provide 
essential  national  and  community  functions.    We  all  want  to  have  clean  water  to  drink,  safe 
and  effective  medicines  to  take,  and  safe  food  to  eat.    People  aren't  suggesting  that  we 
should  have  a  society  with  no  rules,  but  they  clearly  are  insisting  that  government  be  brought 
under  control.    They  are  tired  of  looking  at  how  government  runs  and  thinking  to 
themselves,  "you  could  never  run  a  business  that  way." 

Government  regulation  costs  individuals  and  businesses  more  than  $600  billion 
annually  -  about  $6,000  for  each  family  in  America.    According  to  the  Small  Business 
Administration,  small  businesses  spend  one  billion  hours  simply  filling  out  government 
paperwork.    Counting  the  indirect  costs  to  our  economy  -  lost  productivity,  fewer  jobs  and 
missed  business  opportunities  -  puts  the  regulatory  price  tag  between  $810  billion  and  $1.7 
trillion  annually.    This  hidden  tax  on  our  economy  is  mind  boggling  when  you  consider  that 
it  equals  or  exceeds  total  federal  tax  collections  of  $1  trillion  in  1992. 

The  current  regulatory  environment  creates  many  roadblocks  for  running  a  good 
business.  Burdensome  government  regulation  too  often  strangles  the  very  same  small  and 
growing  companies  that  should  be  igniting  our  nation's  economy.  The  new  Congress  is 
working  to  streamline  government  and  get  government  off  your  backs.  Majority  Leader 
Dole  has  appointed  me  to  Co-Chair  the  Senate  Regulatory  Relief  Task  Force.  Our  Task 
Force  has  targeted  for  reform  an  ambitious  list  of  the  ten  worst  regulatory  burdens,  including 
several  environmental  requirements  and  many  aspects  of  OSHA. 


The  burden  of  government  regulations  falls  most  heavily  on  small  businesses.    So  the 
Small  Business  Committee's  work  will  focus  on  reducing  these  burdens.    This  will  not  be  a 
quick  fix,  but  we  have  already  taken  several  significant  steps  in  this  direction.    And  as 
Chairman  of  the  Senate  Committee  on  Small  Business,  I  will  continue  to  look  for  sensible 
ways  to  relieve  small  business  owners  of  excessive  bureaucratic  government  burdens. 

I  also  want  to  find  creative  ways  the  Congress  might  be  able  to  improve  the  flow  of 
start-up  and  expansion  capital  to  small  businesses  and  new  growth  companies,  and  to  make  it 
easier  for  small  companies  to  export  their  products,  services  and  ideas  in  the  global 
economy.    Small  businesses  form  the  backbone  of  our  Nation's  economy.    54%  of  America's 
work  force  is  employed  by  small  business,  generating  50%  of  the  gross  domestic  product. 
Over  the  past  decade,  for  every  person  laid  off  by  large  U.S.  corporations,  five  new  jobs 
were  created  by  small  businesses. 

These  new  and  growing  small  businesses  need  ready  sources  of  capital  to  grow,  to 
hire  new  employees,  to  continue  to  fuel  our  economic  growth.    We  must  not  turn  our  backs 
on  this  dynamic  segment  of  our  economy.    The  Small  Business  Administration  is  the 
principal  Federal  agency  with  a  mission  to  make  debt  and  equity  capital  available  to  small 
business  owners. 

Last  Friday  the  Senate  passed  the  Small  Business  Lending  Enhancement  Act,  a  bill  I 
introduced  to  increase  the  supply  of  loans  available  under  the  Small  Business 
Administration's  7(a)  Guaranteed  Business  Loan  Program.    The  direct  beneficiaries  of  this 
bill  are  America's  small  business  men  and  women  who  otherwise  would  not  be  able  to  obtain 
affordable  financing  for  their  companies. 

This  bill  balances  demand  for  the  popular  7(a)  Guaranteed  Business  Loan  Program 
with  prudent  fiscal  management.    While  I  am  committed  to  balancing  the  federal  budget,  I 
will  work  to  retain  and  improve  effective  programs,  like  7(a).    I  believe  the  dual  avenue  I  am 
advocating  -  combining  increased  fees  from  lenders  with  a  decreased  appropriations  level  - 
creates  the  correct  balance  in  these  times  of  fiscal  restraint. 

I  am  very  excited  about  the  opportunities  we  have  today  to  improve  the  quality  of  life 
for  small  and  growing  businesses  and  to  give  encouragement  to  the  entrepreneurs  of 
tomorrow.    Your  input  into  this  process  is  vitally  important.    I  have  learned  many  times  over 
that  the  best  ideas  come  from  the  people  back  home  in  the  real  world,  not  from  the 
professionals  in  Washington.    I  applaud  you  for  being  here  and  participating  in  this  field 
hearing  of  the  Committee,  and  I  look  forward  to  hearing  your  views  and  comments  so  we 
may  find  ways  to  work  together  to  foster  the  spirit  of  Entrepreneurship  in  America. 


Chairman  Bond.  So  with  that,  Frank,  unless  you  have  anything 
further 

Senator  MURKOWSKI.  No.  The  only  thing  I  would  like  to  do  is,  I 
would  like  everybody  to  stand  and  introduce  himself. 

[General  introduction  from  audience] 

Chairman  Bond.  Well,  the  first  panel,  I  believe,  is  Marieke 
Nordlinger,  Jerry  Scudero,  John  Clifton.  Is  Emesta  Ballard — 
Emesta? 

Ms.  Nordlinger.  I  will  present  her  testimony,  I  have  hers. 

Chairman  Bond.  If  you  all  would  come  forward  and  take  a  seat. 
And,  Ms.  Nordlinger,  if  you  would  like  to  start  off,  we  would  be 
happy  to  hear  your  comments. 

Senator  MuRKOWSKl.  About,  oh,  a  quarter  of,  I  guess,  about 
10:15,  I  am  going  to  have  to  run  over  and  look  at  a  couple  of  Coast 
Guard  prospects  on  the  base  here.  So  Senator  Bond  will — I  just 
wanted  to  let  you  know  I  am  not  going  to  the  dentist. 

STATEMENT  OF  ERNESTA  BALLARD,  BALLARD  &  ASSOCLVTES, 
KETCHIKAN,  ALASKA,  AS  PRESENTED  BY  MARIEKE 
NORDLINGER,  ASSOCIATE 

Ms.  Nordlinger.  Good  morning  Senator  Bond,  Senator  Murkow- 
ski.  Welcome  to  Ketchikan.  My  name  is  Emesta  Ballard.  I  live  at 
705  Main  Street,  Ketchikan,  Alaska.  I  appreciate  the  opportunity 
to  provide  comments  for  the  record  without  the  need  to  buy  an  air- 
plane ticket. 

I,  my  husband,  and  our  daughter  work  together  in  our  own  com- 
pany, Ballard  &  Associates.  We  are  consultants  with  clients 
throughout  Alaska  and  the  Pacific  Northwest.  Our  business  pro- 
vides the  major  source  of  income  for  each  of  us.  We  are  organized 
as  a  partnership.  We  are  all  active  in  local  civic  and  community  ac- 
tivities. I  am  president  of  the  Ketchikan  Chamber  of  Commerce. 

My  testimony  today  is  intended  to  alert  you  to  an  inequity  in  the 
provisions  for  the  treatment  of  the  costs  of  health  insurance.  Cor- 

g orations,  which  in  almost  all  instances  are  larger  than  a  small 
usiness  such  as  ours,  may  deduct  as  a  business  expense  the  full 
cost  of  health  insurance  premiums  provided  as  a  benefit  for  em- 
ployees, including  those  who  enjoy  ownership  with  stock.  Small  en- 
terprises in  the  form  of  proprietorships,  partnerships,  or  Sub- 
chapter S  corporations  may  not  make  this  deduction  for  premiums 
paid  by  owners. 

If  the  costs  of  providing  health  insurance  are  legitimate  business 
expenses,  then  they  should  be  so  regardless  of  corporate  structure 
and  ownership. 

Small  business  is  competitively  challenged  in  this  area.  Health 
insurance  is  generally  inferior  in  scope,  higher  in  price,  much  hard- 
er to  come  by,  and  easier  to  lose  for  the  small  business.  And,  in 
addition,  the  costs  for  owners  are  not  deductible. 

This  benefit,  incidentally,  has  become  one  of  the  sacred  cows  of 
modem  employee  relations  and  has  reached  the  exalted  status  of 
a  right,  as  opposed  to  its  original,  more  humble  beginning  as  a 
privilege.  It  makes  no  sense  that  an  expense  which  has  become  a 
national  duty  toward  the  working  man  and  woman  is  not  consid- 
ered a  business  expense  for  all.  Our  health  insurance  needs  and  ex- 
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penses  are  no  different  than  those  who  have  not  taken  the  risks  of 
business  ownership. 

Thank  you  for  the  opportunity  to  comment. 

Chairman  Bond.  Thank  you  very  much,  Ms.  Nordlinger. 

Mr.  Scudero. 

STATEMENT  OF  JERRY  A.  SCUDERO,  PRESIDENT,  TAQUAN  AIR 
SERVICE,  INC.,  KETCHIKAN,  ALASKA 

Mr.  Scudero.  First  of  all,  I  would  like  to  comment  on  some  of 
your  comments  in  the  beginning. 

Common  sense  approach  to  regulation  relief  in  the  business  that 
I  am  in — Taquan  Air  Service  is  an  air  taxi — is  just  never  ending. 
We  are  constantly  getting  more  and  more  regulations  that  are  tax- 
ing the  consumer.  And  without  the  prospect  of  more  jobs  with  the 
wood  products  and  within  the  lumber  industry,  it  is  hard  to  pass 
that  on  to  the  consumer  right  now.  So  as  far  as  every  time  you 
have  another  regulation,  we  are  taxed.  It  is  another  tax  that  you 
put  on  us.  So  if  there  is  any  way  that  you  can  help  us  in  that,  as 
far  as  regulation  relief,  we  can  use  it  in  our  industry. 

Welcome  to  Alaska,  Senator  Bond,  and  Senator  Murkowski,  wel- 
come back. 

In  1983,  I  applied  for  and  received  a  small  business  loan  for  our 
first  DeHavilland  Beaver.  At  that  time,  Taquan  was  running  two 
Cessna  185s  on  straight  floats.  It  was  extremely  important  to  the 
company  to  purchase  a  Beaver  because  of  the  competition  that  I 
was  receiving  in  the  marketplace.  The  Beaver  enabled  me  to  ex- 
pand to  my  very  loyal  customer  base  beyond  what  the  Cessnas 
were  providing. 

Then,  again,  in  1987,  I  applied  for  and  received  another  small 
business  loan,  which  helped  us  to  purchase  half  of  the  Murray  Pa- 
cific property  that  was  on  Water  Street.  The  loan  also  helped  me 
remodel  the  facility,  upgrading  a  very  old  building  into  a  modem 
air  taxi  facility.  The  remodeled  building  housed  a  passenger  lobby, 
ticketing  and  dispatching  operations,  freight  receiving,  accounting, 
and  administrative  offices.  We  moved  to  this  location  and  saw  the 
beginning  of  real  growth  for  my  company. 

In  1990,  I  was  awarded  the  Small  Business  Person  of  the  Year, 
and  I  got  to  go  to  Washington  and  see  President  Bush  and  do  all 
kinds  of  neat  things. 

Since  the  banks  were  reluctant  to  loan  me  the  funds  for  my  first 
Beaver  or  a  new  operating  facility,  SBA  was  instrumental  in  help- 
ing me  secure  the  loan  for  my  expansion.  These  loan  guarantees 
were  the  vehicles  that  provided  me  the  necessary  tools  to  do  what 
I  was  not  able  to  accomplish  on  the  basis  of  my  own  financial  state- 
ments. As  a  result  of  these  tools,  Taquan  Air  today  provides  over 
130  jobs,  hundreds  of  thousands  of  dollars  in  excise,  Social  Secu- 
rity, and  income  taxes,  and  an  influx  of  millions  of  dollars  back  into 
the  Ketchikan  community  because  of  my  policy  of  purchasing  lo- 
cally whenever  possible.  Since  Taquan  Airs  SBA-guaranteed  loan 
for  the  Beaver,  the  company's  annual  sales  have  increased  from 
$500,000  in  1983,  to  an  estimated  $8  million  this  year.  The  com- 
pany flies  17  aircraft  to  over  26  communities  and  other  locations. 
I  began  my  scheduled  service  to  Prince  Rupert  in  1994  after  receiv- 
ing my  International  Certificate.  My  maintenance  facility  provides 
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service  for  my  fleet  with  100  percent  of  the  aircraft  ready  99  per- 
cent of  the  time. 

With  the  tools  needed  for  expansion  and  facilities  improvement 
as  provided  by  SBA-guaranteed  loans,  growth  would  not  nave  come 
as  rapidly,  if  at  all.  I  have  a  very  sincere  appreciation  for  the  Small 
Business  Administration's  efforts  to  stand  behind  me  and  help  me 
do  what  I  was  not  able  to  do  by  myself  by  providing  me  with  those 
guaranteed  loans  through  participating  banks  with  requirements 
far  less  stringent  than  what  the  private  banks  needed  to  make 
those  same  loans. 

So  we  have  had  great  success  with  the  SEA,  and  we  hope  in  the 
future  that  we  will  probably  look  for  their  assistance. 

[The  prepared  statement  of  Mr.  Scudero  follows:] 
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Senate  Committee  on  Small  Business  Hearing 
Date:  August  17,  1995 
Time:  9:00am-  11:00am 

Place:  All  Hands  Club  at  the  U.S.  Coast  Guard  Base 
Ketchikan,  Alaska 


In  1983,  I  applied  for  and  received  a  Small  Business  Administration's  guaranteed 
loan  Irom  Taquan  Air's  bank.  The  funds  provided  my  company,  Taquan  Air  with  its 
first  DHC-2  Beaver.  At  that  time  Taquan  Air  was  running  two  Cessna  185  on 
straight  floats.  It  was  extremely  important  that  the  companv'  was  able  to  purchase 
the  Beaver  because  of  the  rigid  competition  that  I  was  receiving  from  the 
marketplace.  The  Beaver  enabled  me  to  expand  my  ver\'  loyal  customer  base 
beyond  what  the  Cessnas  were  providing. 

Then  again  in  1987.  I  applied  for  and  received  a  Small  Business  Administration's 
guaranteed  loan  through  Taquan  Air's  bank  for  the  purpose  of  purchasing  half  of  the 
Murray  Pacific  property  on  Water  Street.  The  loan  also  helped  me  remodel  the 
facility,  upgrading  a  very  old  building  into  a  modem  air  taxi  facility.  The  remodeled 
building  housed  a  passenger  lobby,  ticketing  and  dispatching  operations,  freight 
receiving,  accounting  and  administrative  offices.  The  move  to  this  location  saw  the 
begiiming  of  real  growth  for  my  company  and  growth  which  has  not  stopped  to  this 
day. 

In  1 990,  the  Small  Business  Administration  honored  me  by  naming  me  the  State  of 
Alaska's  Small  Business  Person  of  the  Year.  1  was  flown  along  with  other  SBA 
state  and  territorial  award  winners  to  Washington  DC.  to  be  honored  in  SBA 
fiinctions  and  a  visit  with  President  Bush. 

Since  banks  were  reluctant  to  loan  me  fiinds  for  my  first  Beaver  or  a  new  operating 
facility,  SBA  was  instnimental  in  providing  my  bank  with  the  security  that  was 
necessary  for  it  to  make  me  the  loans  I  needed.  These  loan  guarantees  were  the 
vehicles  providing  me  the  necessary  tools  to  do  what  1  was  not  able  to  accomplish 
on  the  basis  of  my  own  financial  statements.  As  a  result  of  these  tools.  Taquan  Air 
today  provides  over  one  hundred  thirty  jobs,  hundreds  of  thousands  of  dollars  in 
excise,  social  security  and  income  taxes  and  an  influx  of  millions  of  dollars  back 
into  the  Ketchikan  community  because  of  my  policy  of  purchasing  locally  when 
possible.     Since  Taquan  Air's  SBA  guaranteed  loan  for  the  Beaver,  the  company's 
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annual  sales  have  increased  from  $500,000  in  1983  to  an  estimated  $8,000,000  this 
year.  The  company  flies  seventeen  aircraft  to  over  twenty-six  communities  and 
other  locations,  1  began  scheduled  service  to  Prince  Rupert  in  1994  after  receiving 
my  International  Certificate.  My  company  has  its  own  facilities  in  Metlakatla, 
Craig,  and  Thome  Bay.  My  maintenance  facility  provides  service  for  my  fleet  with 
100%  of  the  aircraft  ready  99.9%  of  the  time. 

With  the  tools  needed  for  expansion  and  facilities  improvement  as  provided  by  SBA 
guaranteed  loans,  growth  would  not  have  come  as  rapidly  if  at  all.  I  have  a  very 
sincere  appreciation  for  the  Small  Business  Administration's  efforts  to  stand  behind 
and  help  me  do  what  I  was  not  able  to  do  myself  by  providing  me  with  those 
guaranteed  loans  through  participating  banks  with  requirements  far  less  stringent 
than  what  the  private  banks  needed  to  make  those  same  loans. 


Signed, 


Jerry  A  Scudero, 

President 

Taquan  Air  Service,  Inc 
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Chairman  BOND.  Delighted  to  hear  that  good  news. 
Mr.  CUfton. 

STATEMENT  OF  JOHN  M.  CLIFTON,  VICE  PRESIDENT,  FIRST 
BANK,  KETCHIKAN,  ALASKA 

Mr.  Clifton.  Senator  Bond  and  Senator  Murkowski,  welcome 
back  to  Ketchikan.  My  name  is  John  Clifton.  I  hve  at  2100  South 
Tongass  in  Ketchikan.  I  am  a  vice  president  of  First  Bank. 

We  are  a  small  independent  bank  serving  the  people  and  commu- 
nities of  southeast  Alaska  since  1925.  Because  of  the  remote  loca- 
tions, most  of  which  cannot  be  reached  by  automobiles,  our  loans 
that  are  made  are  in  the  rural  classification.  We  do  serve  commu- 
nities of  Ketchikan,  Sitka,  Craig,  Petersburg,  Wrangell,  and 
Juneau. 

During  1995,  we  funded  eight  SBA-guaranteed  loans  for  a  total 
of  about  $1.5  million.  Our  12-loan  portfolio  consisted  of  $8  million 
or  11  percent  of  that  portfolio.  Of  those  loans  closed  so  far  this 
year,  seven  new  jobs  were  created,  three  new  businesses  were 
started,  six  were  processed  through  the  new  LowDoc  program,  one 
loan  was  made  to  a  minority  business  owner,  one  loan  was  to  a  fe- 
male business  owner.  We  also  have  had  one  loan  approved  that  is 
not  currently  funded,  though  it  has  brought  a  new  health  care  pro- 
vider to  Ketchikan.  Prior  to  this  loan  taking  place,  these  services 
were  made  by  practitioners  who  visited  on  sometimes  a  monthly 
and  quarterly  basis. 

It  is  interesting  to  note  that  that  person  also  started  his  medical 
career  through  the  Public  Health  Service,  visited  Ketchikan,  and 
decided  this  was  the  place  to  come  back  to.  So  with  the  SBA's  as- 
sistance, that  has  come  true. 

One  thing  I  think  is  important  in  looking  at  the  true  successes 
of  the  SBA  lending  programs  is,  sometimes  it  is  years  before  you 
really  see  the  true  impacts  of  that.  You  start  out  with  an  early 
helping  hand.  And  I  think  we  all  know  it  is  that  first  year  or  two 
when  it  is  the  hardest  on  any  business  to  survive.  That's  when 
most  business  failures  take  place. 

I  think  it  is  interesting  to  note  that  over  the  years  of  lending  of 
SBA  programs,  two  of  our  customers  have  grown  in  size  to  become 
major  local  employers,  each  of  which  are  now  employing  over  100 
people.  So  they  have  really  grown  by  our  standards  to  be  a  lot  more 
than  just  a  small  business. 

I  would  like  to  talk  about  a  few  things  that  we  think  work  well 
with  the  SBA  program.  Most  of  our  contacts  are  with  the  Anchor- 
age staff.  Those  people  had  very  little  turnover  in  the  10  years  that 
I  have  been  here  with  the  bank.  The  staff  is  courteous,  they  are 
knowledgeable,  they  come  and  visit  on  a  periodic  basis.  And  I  think 
that  is  real  important,  because  it  is  important  to  understand  what 
goes  on  in  the  communities. 

Later  this  fall,  in  September,  there  will  be  some  officers  coming 
to  check  loan  portfolios  for  documentation  and  they  will  visit  Pe- 
tersburg, Wrangell,  Ketchikan,  Juneau.  Pardon  me.  They  are  not 
going  to  hit  Juneau.  No,  they  are  in  Juneau,  but  not  Sitka. 

I  think  the  important  thing  to  note  is,  talking  with  them,  they 
are  familiar  with  our  communities  and  the  difficulties  we  have, 
whether  it  is  through  communications,  transportation  over  a  vari- 
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ety  of  telephone  systems,  weather-related  difficulties  that  occurred, 
just  the  cost  of  doing  business  in  the  remote  areas  we  are  in.  So 
it  is  real  important  to  do  that.  We  fmd  sometimes  as  we  deal  with 
the  LowDoc  office  in  Seattle  that  they  aren't  quite  as  familiar  with 
what's  going  on. 

I  think  it  is  also  important  for  us,  although  we  are  a  highly  liq- 
uid bank,  that  the  SBA  loans  that  we  always  keep  in  our  portfolio 
do  potentially  offer  us  a  high  degree  of  liquidity,  should  we  ever 
choose  to  market  those  on  a  secondary  market. 

One  thing  that  is  important  for  a  small  bank  with  us,  and  small 
branch  managers  who  generally  are  in  each  community  looked  at 
as  president  of  the  bank,  that  the  programs  are  easy  enough  that 
a  branch  manager  might  only  make  a  loan  once  every  2  years 
through  the  program  and  can  still  understand  it,  and  with  a  little 
bit  of  assistance  from  the  main  office,  can  take  care  of  things  in  a 
certain  customer  timely  manner. 

Also,  I  think  it  is  real  important  that  the  programs  are  simple 
enough  that,  to  my  knowledge,  none  of  our  customers  use  outside 
preparers  to  do  the  documentation.  They  can  fill  it  out  themselves, 
and  the  staff  has  been  willing  to  accept  handwritten  paperwork  in- 
stead of  having  to  go  hire  someone  to  type  the  work.  So  that  is 
useful. 

I  do  want  to  talk  about  two  things  that  we  encountered  that  I 
guess  are  small  problems.  First,  on  the  LowDoc  program,  that  has 
been  so  overwhelmingly  successful,  apparently,  there  have  been 
delays  in  trying  to  get  the  work  flow  through  the  Seattle  office.  Ad- 
ditionally, we  have  been  requested  as  to  how  we  would  feel  if  that 
office  was  centralized  into  California.  And  since  that  program  pri- 
marily works  over  a  fax  machine,  we  really  do  not  have  a  problem 
with  that,  as  long  as  the  people  understand  what  the  area  that  we 
are  in  is  like  and  that  it  is  not  like  southern  California,  it  is  not 
even  like  the  Northwest. 

Second  area  is  the  temporary  order  stopping  the  refinancing  of 
existing  debt.  I  think  that  needs  to  be  considered.  And  I  recognize 
the  need  to  try  to  limit  exposure  to  let  the  funds  remain.  But  that 
is  a  real  important  issue  that  we  have  had  discussions  ongoing  for 
years.  It  is  not  something  that  just  popped  up  this  year.  Several 
years  ago,  you  could  not  refinance  debt.  The  only  way  a  borrower 
could  do  that  was  to  change — to  go  to  another  bank.  You  move 
banks,  you  can  refinance  the  debt.  That  is  unproductive.  It  in- 
creased the  lending  risk.  The  new — the  way  the  program  was  ad- 
justed, we  were  able  to  refinance.  However,  now  we  are  back  where 
we  can.  So,  hopefully,  there  is  a  way  to  look  at  that. 

I  recognize  that  the  solution  to  both  of  those  problems  is  prob- 
ably through  increased  funding.  Obviously,  that  is  one  of  the  prob- 
lems. I  think  our  country  is  struggling  with  the  budget  deficits, 
your  comments  on  regulatory  reform  which  are  important  to  Mr. 
Scudero  in  his  industry — we  just  have  gone  through  a  compliance 
exam  last  week — to  all  of  us,  also,  the  welfare  reforms,  those  are 
important.  Our  Congressman  Don  Young  passed  out  a  question- 
naire recently  asking  if  welfare  recipients  should  be  required  to 
have  a  job.  I  think  it  is  important  when  you  are  starting  to  look 
at  things  like  this  to  see  that  SBA  programs,  when  they  are  prop- 
erly utilized  by  well-managed  financial  institutions,  working  with 
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local  borrowers,  can  work  to  meet  the  local  lending  needs,  create 
jobs,  establish  a  stronger,  more  diverse  economy,  which  is  good  for 
all  of  us.  I  feel  that  the  SB  A  programs  represent  money  well  spent 
in  southeast  Alaska. 

[The  prepared  statement  of  Mr.  Clifton  follows:] 
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August    17,    1995 

United  States  Senate 

Committee  on  Small  Business 

Field  Hearing  on  Entrepreneurship  in  America 

Ketchikan,  Alaska 

My  name  is  John  Clifton 

I  live  at  2100  South  Tongass  Highway,  Ketchikan,  Alaska. 

I  am  a  Vice  President  of  First  Bank,  an  independent  bank  serving 

the  people  and  communities  of  Southeast  Alaska. 

Because  of  our  remote  locations  and  sparse  population,  all  of  our 
SBA  guaranteed  loans  fall  into  the  "rural"  category. 

During  1995  we  have  funded  8  SBA  guaranteed  loans  for  a  total  of 
$1.5  million. 

Seven  new  jobs  were  created. 

Three  new  businesses  were  started. 

Six  were  processed  through  the  Low  Doc  program. 

One  loan  was  to  a  minority  owned  business. 

One  loan  was  to  a  female  business  owner. 

One  loan  that  has  been  approved,  but  is  not  currently  funded,  has 
brought  a  new  health  care  provider  to  Ketchikan.  Prior  to  this 
time,  services  were  provided  by  visiting  practitioners. 

But  the  true  success  stories  in  SBA  lending  often  comes  years  after 
that  early  helping  hand.  Two  of  our  customers  have  grown  in  size 
to  become  major  local  employers  in  part  due  to  the  early  assistance 
of  SBA  programs. 

I  have  liked  the  following  things  about  the  programs: 

•  The  Anchorage  staff  has  had  very  little  turnover  in  the  ten  years 
that  I  have  worked  with  them. 

•  The  staff  is  courteous,  knowledgeable  and  helpful. 

•  The  program  allows  us  to  retain  loans  in  our  portfolio,  yet  have 
the  potential  for  liquidity  on  the  secondary  loan  market. 

•  The  programs  are  easy  enough  that  our  customers  can  complete  the 
paperwork  themselves. 

•  The  programs  are  easy  enough  that  any  of  our  small  branches  can 
do  them. 

The  problems  that  we  have  encountered  are: 

•  The  Low  Doc  program  seems  to  have  been  so  successful  that  the 
turn  around  time  is  not  much  different  that  regular  submissions. 
Although  I  agree  with  the  concept  of  centralization  of  the  Seattle 
office  to  California,  I  now  question  if  that  will  only  add  to  the 
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delays . 

•  The  temporary  order  stopping  any  refinancing  of  existing  debt 
should  be  reconsidered.  This  issue  has  been  an  area  of 
considerable  discussion  over  the  years.  Several  years  ago,  the 
only  way  a  borrower  could  refinance  existing  debt  was  by  changing 
banks.  Not  only  was  this  counter  productive,  but  increased  lending 
risk . 

The  current  directive  stops  all  refinancing.  On  the  surface,  this 
miqht  seem  unimportant,  however  it  is  general  practir-e  with  many 
types  of  loans  to  be  sure  that  you  are  in  the  first  collateral 
position  or  to  take  additional  collateral.  To  do  this,  you 
typically  refinance  existing  debt,  plus  advance  the  new  funds  for 
the  current  loan  request. 

I  recognize  that  the  solution  to  the  two  problems  can  be  imporved 
by  increased  funding.   There  in  lies  the  problem. 

Our  country  is  struggling  with  national  budget  deficits  and  welfare 
reforms.  It  is  important  to  recognize  that  SBA  programs,  properly 
utilized  by  well  managed  financial  institutions,  work  to  meet 
local  lending  needs,  create  jobs,  and  help  establish  a  stronger 
more  diverse  economy. 

I  feel  that  SBA  loan  programs  represent  money  wel]  spent  in 
Southeast  Alaska. 


■ijt^^ 


John  M.  Clifton 
Vice  President 
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Chairman  Bond.  Thank  you  very  much,  Mr.  CUfton. 

Would  you  Uke  to  comment,  Senator  Murkowski? 

Senator  Murkowski.  I  just  have  one  question  for  Louis  relative 
to  the  concern  that  was  expressed  about  the  termination,  I  guess, 
refinancing. 

Is  that  directly  related  to 

Chairman  Bond.  Yes,  let  me. 

Senator  Murkowski.  Go  ahead. 

Chairman  Bond.  I  can  handle  that. 

Basically,  stay  with  me  for  a  second,  but  when  the  SBA  guaran- 
tees a  loan,  the  scoring  agencies — the  Office  of  Management  and 
Budget  and  Congressional  Budget  Office — score  a  credit  subsidy.  It 
is  not  a  payment  out  of  the  Federal  Government,  but  it  is  the 
amount  that  has  to  be  essentially  reserved  in  case  the  loan  goes 
bad.  So  each  year  the  Commerce,  Justice,  State  Appropriations 
Committee  appropriates  a  sum  of  money,  which  is  the  amount  that 
is  expected  to  be  an  adequate  reserve  to  cover  the  bad  loans.  That 
credit  subsidy  depends  upon  how  much  risk  the  initial  lender 
takes,  how  much  in  fees  the  borrower  and  the  lender  pay  in,  that 
lower  the  cost,  and  the  amount  of  money  appropriated  divided  by 
the  percentage  credit  subsidy  determines  how  much  money  the 
SBA  can  lend  out. 

In  the  past  year,  they  have  hit  the  wall.  They  have  not  had 
enough  money  appropriated  to  cover  what  they  think  would  be 
$10-$  11  billion  worth  of  loans.  They  were  only  able  to  get  up  about 
$7  billion  worth  of  loans. 

So  the  SBA  did  two  things  to  try  to  lengthen  out  the  availability 
of  loans  without  checking  with  the  Congress,  which  did  not  make 
us  real  happy,  because  we  like  to  consult  with  them  on  those 
things.  But  they  said,  number  one,  they  will  guarantee  no  loans 
over  $500,000.  Used  to  be  able  to  go  up  to  three-quarters  of  a  mil- 
lion dollars.  Second,  they  said  no  refinancing. 

Basically,  this  was  a  stopgap  measure  to  try  to  make  the  money 
go  a  little  further.  They  were  arguing,  well,  if  you  have  got  a  loan, 
our  first  priority  ought  to  be  to  help  people  get  started  who  need 
a  loan  and  we  need  to  put  a  lower  priority  on  refinancing.  It  is  sim- 
ply a  temporary  stopgap  to  make  more  money  available. 

Now,  as  I  mentioned,  we  just  passed  a  reform  of  the  SBA  loan 
program,  the  7(a)  loan  program.  I  assume,  Jerry,  that  you  got  a 
7(a)  loan.  We  are  faced  with  a  declining  budget,  so  we  had  to  lower 
the  credit  subsidy.  And  we  asked,  number  one,  that  the  lenders 
take  a  bigger  share  of  the  risk  on  those.  Because  I  feel  that  a  bank- 
er in  Ketchikan  who  has  to  risk  20  cents  or  a  quarter  on  every  dol- 
lar he  loans  is  going  to  view  that  loan  just  as  carefully  as  if  he  had 
a  much  larger  exposure  to  it  and  he  is  going  to  do  a  better  job  of 
determining  the  creditworthiness  of  that  borrower  than  any  SBA 
officer  in  Anchorage  or  Seattle.  So  we — by  lowering  the  loan  guar- 
antee percentage — lower  the  credit  subsidy  and  we  are  going  to 
charge  increased  fees.  Leaving  a  LowDoc  fee  of  what,  2  percent? 

Mr.  Taylor.  Yes. 

Chairman  Bond.  And  80  percent  coverage — 80  percent  guarantee 
on  the  LowDoc,  75  percent  on  the  rest  of  them.  That  will  allow  us, 
with  fewer  appropriated  dollars,  to  make  available  the  $11  billion 
pool.  And  I  would  pose  the  question  to  both  the  lender  and  the  bor- 
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rower,  whether  you  see  any  problems  if  you  have  to  take  a  bigger 
share  of  the  risk.  Other  than  LowDoc  loans,  the  fee  would  increase 
to  3 

Mr.  Taylor.  3  percent  would  be  the  average. 

Chairman  Bond.  3  percent  average  above  the  $100,000  for  the 
LowDoc  loans.  There  would  be  a  50-basis-point  annual  fee  on  the 
lender,  also.  And  we  have  had  to  do  that  to  make  the  program 
more  available. 

Do  you  see  problems  knowing  that  we  cannot  make  everybody 
happy?  We  hope  that  this  is  a  reasonable  compromise. 

Do  you  have  views  on  that,  John? 

Mr.  Clifton.  I  do  not  think  the  problem  is  with  the  fees.  We  do 
not  have  a  problem  with  that  or  the  percentage  amount.  It  is  my 
understanding  that  we  are  the  predominant  SBA  lender  in  south- 
east Alaska.  And,  you  know,  lowering  that  percentage  is  not  going 
to  be  a  problem.  Our  delinquencies  are  as  low  as  anyplace  in  the 
country.  You  know,  the  fee,  obviously,  one  way  or  another,  gets 
passed  on  to  the  borrower.  And  I  think,  you  know,  we  just  look  at 
that  and  see  how  it  pencils  into  it. 

There  will  be  some  that  are  borderline  that  might  be  excluded. 
Obviously,  if  they  are  that  weak,  maybe  they  should  be  excluded, 
anyway. 

I  think  we  can  live  with  both  of  those.  The  question  mark  is  the 
refinance  of  the  existing  debt  trying  to  perfect  collateral. 

Chairman  BOND.  We  need  to  lift  that  restriction.  No  reason  to 
have  it. 

Jerry,  as  a  borrower,  number  one,  why  did  you  go  the  SBA  route? 

Mr.  SCUDERO.  Well,  according  to  our  bank  statements,  you  know, 
that  was  one  of  the  options  that  the  bank  gave  us  at  the  time.  They 
said,  well,  we  do  not  think  that  we  can  make  this  loan  just  be- 
cause, you  know,  your  equity  or  collateral.  So  that  is  why  we  went 
through  SBA 

Chairman  Bond.  You  probably  needed  a  longer-term  loan,  be- 
cause you  are  not  going  to  pay  off  that  Beaver  right  away. 

Mr.  ScuDERO.  Right. 

Chairman  Bond.  Most  people  who  get  into  the  7(a)  loan  program 
need  10  years.  So  something  longer  than  the  local  financial  institu- 
tion is  able  to  commit  without  the  guarantee. 

Mr.  ScuDERO.  Yes. 

Chairman  Bond.  Now,  assuming  that  you  may  be  looking  at  buy- 
ing more  Beavers  or  Otters,  or  whatever  is  hot  these  days,  those — 
you  would  be  impacted  by  the  fees? 

Mr.  ScUDERO.  I  would  just  compare  it  with  other  programs.  We 
have  got  AIDA  here  in  the  State  of  Alaska,  which  has  been  a  real 
good  program,  and  I  just  have  to  compare  it  to  get  the  best  deal. 

Chairman  Bond.  Ms.  Nordlinger,  your  complaint  about  health  in- 
surance deductibility  is  something  that — I  mean,  I  hear  it  from 
farmers,  small  business  people,  ranchers.  It  is  an  outrage.  We  just 
put  back  the  25  percent  for  last  year,  the  30  percent  for  this  year. 
There  are  four  areas  of  tax  relief  for  small  business,  and  full  de- 
ductibility of  health  care  insurance  for  self-employed  and  their  fam- 
ilies is  one  of  them.  At  least  put  them  on  the  same  footing  of  an 
employee  of  a  large  corporation.  Also,  capital  gains  relief,  estate  tax 
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relief  so  you  pass  a  larger  business  on  to  a  family  member  and  not 
have  to  have  it  sold,  and  expensing  up  to  50,000. 

The  good  thing  is  Senator  Murkowski  is  a  member  of  the  Finance 
Committee. 

Frank,  what — obviously,  the  tax  measures  this 

Senator  MURKOWSKI.  Very  broad  support.  It  definitely  is  not  on 
equity  now.  It  puts  an  unfair  burden.  And  the  consequences  of 
that,  many  of  us  feel,  have  to  be  addressed  in  the  current  relief 
that  is  proposed  in  the  Finance  Committee.  Structures,  we  relate 
to  just  how  we  are  going  to  fund  the  cost  of  Government  and  have 
an  equitable  situation  that  affects  a  very,  very  major  cost  factor. 
That  is  obviously  health  care.  And  I  thought  your  points  were  very 
well  made. 

I  would  like  to  thank  the  entire  panel.  You  know,  Jerry  rep- 
resents an  extraordinary  success  story,  and  I  think  the  ability  of 
the  banks  to  work  through  the  SBA  program,  you  know,  is  wrought 
with  reality. 

As  a  former  banker,  all  the  goods  are  good  when  you  make  them. 
On  the  other  hand,  something  occasionally  happens  to  one  of  them 
once  in  awhile,  in  between. 

But  the  bottom  line  is  that  a  small  business,  Jerry  coming  in  ini- 
tially, poses  on  a  piece  of  paper  a  high  risk.  Lack  of  capital,  equity. 
Not  a  history  of  successful  operation,  because  he  has  not  started. 

So  that  is  what  the  program  is  all  about,  and  that  is  what  it  was 
designed  to  do.  And  it  has  been  very,  very  effective  in  Alaska.  It 
has  allowed  the  local  financial  institutions  to  participate  in  a  man- 
ner which  they  could  not  do  because  they  would  not  ordinarily  have 
an  equity  requirement  that  the  average  entrepreneur  about  to  go 
in  simply  could  not  meet. 

So  that's  why  I  think  it  needs  to  be  continually  watched,  contin- 
ually improved.  And  that  is  the  point  of  these  hearings  and  that 
is  why  I  commend  you  for  being  here.  And  Louis  is  doing  all  the 
work  in  the  back  here. 

Chairman  Bond.  Frank,  do  you  wish  you  could  have  made  Jer- 
ry's loan  initially? 

We  very  much  appreciate  your  testimony.  Afterwards  Louis  and 
I  will  be  around  to  visit  and  would  like  to  hear  any  further  com- 
ments. But  let  me  thank  you  all  and  ask  the  second  panel  to  come 
up  so  we  can  get  the  formal  part  of  the  hearing  moving. 

Ray  Matiashowski. 

Senator  Murkowski.  Another  Irishman. 

Chairman  Bond.  I  can  tell. 

Scott  Milner  and  Don  Thornlow.  Don  has  been  working  all  night 
in  getting 

Mr.  Thornlow.  Getting  the  dishes  done. 

Chairman  BOND.  Ray,  would  you  please  begin? 

STATEMENT  OF  RAY  MATIASHOWSKI,  OWNER  AND  OPERATOR, 
GATEWAY  CITY  REALTY  INC.,  KETCHIKAN,  ALASKA 

Mr.  Matiashowski.  Good  morning.  Chairman  Bond  and  Senator 
Murkowski.  My  name  is  Ray  Matiashowski.  I  am  the  owner  and 
operator  of  Gateway  City  Realty  Incorporated,  here  in  Ketchikan. 

Gateway  City  Realty  is  both  a  very  small  and  very  new  business. 
We  opened  our  doors  on  April  2  of  this  year  and  have  been  running 
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at  full  speed  ever  since.  We  have  a  total  of  three  employees,  includ- 
ing myself,  and  my  business  partner,  and  a  full-time  secretary.  We 
plan  to  double  our  staff  to  a  total  of  six  within  the  next  6  weeks. 

I  am  here  this  morning  to  tell  you  that  the  housing  market  in 
Ketchikan  is  alive  and  well  and  that  demand  for  housing  does  out- 
strip supply.  We  definitely  are  experiencing  a  seller's  market  with 
average  housing  purchase  prices  turning  upward  at  an  annual  rate 
of  approximately  8  percent  per  year  for  the  past  3  to  5  years. 

This  is  further  evidenced  by  the  extremely  tight  rental  market  in 
Ketchikan.  It  is  not  uncommon  for  a  new  Coast  Guard  family,  for 
instance,  to  live  in  a  local  hotel  for  up  to  90  days  while  searching 
for  a  suitable  home  to  rent  or  purchase.  In  some  cases  this  wait 
is  considerably  longer.  Other  large  employers  such  as  the  pulp  mill, 
the  Forest  Service,  the  hospital,  and  State  Troopers  regularly  face 
the  dilemma  of  housing  employees. 

Ketchikan's  housing  market  relies,  to  a  significant  extent,  on 
Government-guaranteed  and  -insured  mortgage  loan  products  to  fi- 
nance home  purchases.  VA  and  FHA-guaranteed  and  -insured 
loans  make  up  a  large  percentage  of  the  mortgage  loans  originating 
in  Ketchikan.  The  former  Farmer's  Home  Mortgage  Administra- 
tion, which  is  now  the  Rural  Economic  Development  Program,  is 
becoming  a  more  well-known  and  well-used  program  in  Ketchikan 
as  well.  The  continued  availability  of  these  loan  programs  is  abso- 
lutely vital  to  the  health  of  the  housing  market  here  in  Ketchikan. 

Obtaining  mortgage  insurance  can  also  be  a  problem  for  some  of 
the  properties  in  Ketchikan.  This  is  not  to  say  that  the  houses  in 
Ketchikan  are  inferior  in  any  way  to  homes  in  other  parts  of  the 
country.  But  building  and  site  conditions  here  are  unusually  dif- 
ficult and  lead  to,  at  times,  unorthodoxed  building  situations.  In 
addition  to  this,  there  is  relatively  little  private  land  available  for 
development  for  residential  housing  needs.  There  is  precious  little 
land  available  for  any  type  of  development  needs,  for  that  matter. 
Heavy  industrial  and  commercial  applications  are  particularly  dif- 
ficult, if  not  impossible,  to  find. 

One  of  the  greatest  surprises  I  have  encountered  since  starting 
Gateway  City  Realty  is  the  number  of  small  businesses  that  I  have 
listed  for  sale.  I  currently  have  five  businesses  for  sale,  one  of 
which  is  sold  but  not  yet  closed.  Four  of  these  businesses  meet  the 
pricing  parameters  of  the  Small  Business  Administration  loan  pro- 
gram at  $500,000  or  less.  The  one  business  I  have  sold  is  being  fi- 
nanced through  other  means. 

Rural  sewage  disposal  is  a  significant  problem  in  Ketchikan  at 
present,  with  all  homes  outside  the  city  limits  forced  to  provide  on- 
site  private  sewage  disposal.  The  regulations  surrounding  this 
issue  are  currently  in  flux  with  a  new  type  of  sewage  disposal  sys- 
tem, known  as  a  sand  filter  system,  being  required  by  the  State 
Department  of  Environmental  Conservation.  This  system,  of 
course,  costs  approximately  three  times  that  of  the  previously  al- 
lowed system.  This  has  led  to  a  two-tiered  market  for  raw  land 
with  homes  on  municipally  provided  sewage  disposal  and  private 
deep  water  outfall  selling  at  a  considerable  premium  to  those  lots 
needing  disposal  development  on-site.  The  cost  of  these  new  sys- 
tems is  about  $15,000. 
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As  a  strictly  service-oriented  business  owner,  I  realize  the  extent 
to  which  my  business  is  dependent  on  the  resource-based  economy 
we  enjoy.  I  have  nothing  to  sell  but  my  service,  and  I  would  have 
no  one  to  sell  it  to  if  our  economy  were  to  suffer. 

In  short,  my  fortunes  will  rise  and  fall  with  the  economic  tide 
here  in  southeast  Alaska. 

While  I  realize  this  is  not  a  hearing  to  advocate  for  industry  in 
general,  I  must  add  that  further  restrictions  on  the  extractive  re- 
source industries  in  southeast  Alaska  will  surely  hurt  all  small 
business  people  hoping  to  continue  to  employ  others. 

Within  a  month,  I  will  have  a  total  of  six  people,  including  my- 
self, working  at  Gateway  City  Realty.  I  hope  I  will  always  have  the 
opportunity  to  provide  a  workplace  for  those  individuals  desiring  to 
work. 

Thank  you. 

Chairman  Bond.  Thank  you  very  much,  Ray. 

Scott. 

STATEMENT  OF  SCOTT  C.  MILNER,  CPA,  PRESIDENT,  SHUHAM, 
MILNER,  SCHAFER  &  HOWARD,  CPAs,  KETCHIKAN,  ALASKA 

Mr.  MiLNER.  Good  morning.  Senator  Bond  and  Senator  Murkow- 
ski. 

I  am  a  CPA  here  in  town.  I  live  at  507  Anderson  Drive  with  my 
wife  of  19  years  and  two  boys,  15  and  13.  I,  like  Senator  Murkow- 
ski,  came  here  originally  in  the  Coast  Guard,  and  I  believe  I  have 
visited  the  same  dental  practice.  That  may  have  been  the  first  den- 
tist I  went  to,  since  I  come  from  a  humble  background  in  central 
Montana. 

I  am  the  president  of  the  corporation  that  I  am  involved  with 
and  we  have  12  employees.  There  is  no  doubt  that  that  is  a  result 
of  resource-based  industries,  all  the  resource-based  industries  in 
southeast  Alaska,  as  well  as  the  service  industries  that  we  also 
service. 

I  was  happy  to  hear  you  bring  up  the  concept  of  cost-benefit 
analysis  and  risk  analysis,  as  I  am  an  instructor  at  the  local  com- 
munity college.  And  the  most  important  concept  I  teach  in  manage- 
rial accounting  is  cost-benefit  analysis. 

Senator  Murkowski.  Do  they  understand  it? 

Mr.  MiLNER.  After  a  week. 

Senator  Murkowski.  You  do  not  have  to  use  a  hammer? 

Mr.  MiLNER.  Well,  I  keep  referring  back  to  it  throughout  the 
whole  semester,  because 

Chairman  BOND.  Could  we  get  a  correspondence  course  for  our 
colleagues? 

Senator  Murkowski.  Our  Senators  would  like  to  have  you  take 
a  hoe  handle  with  a  rubber  hose  to  it. 

Chairman  Bond.  Excuse  our — pardon  our  interruption. 

Mr.  MiLNER.  I  appreciated  that. 

The  question  that  Marieke  presented  in  her  testimony  for 
Emesta  Ballard  was  my  first  point,  actually,  which  is  one  of  the 
most  important  questions  that  entrepreneurs  must  face  is,  what 
form  of  entity  to  conduct  business  as,  and  so  I  would  not  reiterate 
that.  I  will  just  say  that  I  am  happy  to  hear  that  you  are  aware 
of  it  and  are  going  to  try  and  address  those  inequities. 
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There  are  other  fringe  benefits,  maybe  not  as  widely  known  as 
health  care,  but  those  same  inequities  exist.  And  some  of  those  in- 
equities revolve  around  group  term  life  insurance  benefits;  also,  re- 
imbursements for  meals  and  lodging  for  the  benefit  of  the  em- 
ployer. So  there  are  some  other  areas  there  which  it  sounds  like 
you  are  addressing. 

I  have  a  couple  of  industry-specific  tax  issues  that  I  felt  are  need- 
ed to  be  presented  as  inequitable.  One  of  them  affects  our  local  air- 
lines, which  Jerry,  to  his  credit,  did  not  complain  about,  but  I  will 
for  him,  I  guess,  and  some  of  the  other  local  airlines,  and  they — 
actually,  there  is  a  new  commercial  aviation  excise  tax  on  fuels 
that  takes  effect  October  1.  Actually,  it  is  not  a  new  tax.  It  rises 
from  .1  cents  to  4.3  cents  per  gallon.  That  was  enacted  under  Pub- 
lic— I  believe  it  is  Public  Law  103-66,  the  1993  Revenue  Reconcili- 
ation Act. 

The  effect  of  this  on  our  local  carriers  will  be  dramatic.  Our  esti- 
mates in  our  office,  that  the  total  annual  effect  will  cost  local  car- 
riers $50,000  to  $60,000. 

The  airlines  already  pay  a  10-percent  excise  tax  on  gross  reve- 
nues. Most  small  local  airlines  are  lucky  to  have  a  6-percent  net 
income  in  this  area.  It  is  a  very  competitive  business.  People  are 
in  it  because  they  love  to  fly. 

The  local  operators  struggle  to  serve  our  rural  communities  in  an 
area  where  we  have  very  limited  infrastructure  compared  to  the 
rest  of  the  United  States.  The  tax,  as  I  see  it,  is  a  regressive  tax 
in  that  it  impacts  smaller  carriers  heavier  than  large  carriers  as 
a  percentage  of  their  gross  revenue.  And  I  think  a  solution  to  the 
problem  would  be  to  either  exempt  certain-size  carriers,  small  car- 
riers, or  make  it  a  progressive  tax  where  there  is  a  lower  rate  for 
smaller  carriers.  And  I  know  that  is  harder  to  do  with  an  excise 
tax.  But  maybe  one  way  would  be,  the  excise  tax  on  liquor  used  to 
not  take  effect  until  you  had  a  certain  number  of  gallons  of  inven- 
tory, and  maybe  that  would  be  a  similar  way  to  hsindle  this  issue. 

The  third  tax  issue  applies  to  the  tug  and  barge  in  commercial 
fishing  industries.  Individuals  in  these  industries  may  currently  es- 
tablish capital  construction  funds,  CCFs,  with  the  National  Marine 
Fisheries. 

These  CCFs  help  the  individual  capitalize  their  business  in  that 
they  may  take  a  deduction  for  income  tax  purposes  in  the  year  that 
they  deposit  funds  in  an  account  established  for  a  capital  project 
such  as  building  a  vessel.  This  allows  the  owners  the  ability  to  ac- 
cumulate funds  quicker  for  their  capital  projects,  the  tradeoff  being 
that  the  projects  financed  with  CCF  funds  have  no  tax  basis  in  that 
the  owner  already  received  the  tax  deduction  in  the  year  they  set 
up  the  fund. 

This  is  all  very  fair  and  it  is  a  very  fine  incentive  program  for 
these  industries.  However,  the  rub  comes  from  the  Internal  Reve- 
nue Service's  interpretation  of  the  law  as  it  applies  to  self-employ- 
ment or  Social  Security  taxes. 

When  this  law  was  written,  it  literally  said  CCF  contributions 
may  be  taken  as  an  income  tax  deduction.  And  I  suspect  it  is  simi- 
lar to  a  cost-benefit  analysis.  When  the  Senator  heard  income  tax 
deduction,  he  assumed  that  that  meant  it  was  going  to  be  deduct- 
ible on  the  tax  return  as  a  regular  line  item  like  any  other  deduc- 
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tion  on  a  Schedule  C.  However,  the  Internal  Revenue  Service  has 
interpreted  this  to  mean  it  is  not  a  deduction  for  self-employment 
tax  purposes. 

This  means  owners  who  decide  to  establish  CCFs  pay  double  So- 
cial Security  tax  on  the  moneys  earned  that  are  contributed  to 
CCFs.  Once  in  the  year  they  make  the  contribution,  because  it  is 
not  a  deduction  for  self-employment  tax  purposes,  and  again  later 
when  they  have  their  vessel.  They  cannot  depreciate  it  in  that  it 
has  no  tax  basis.  So,  again,  they  do  not  get  the  deduction  for  self- 
employment  tax  purposes. 

This  is  unfair,  and  it  is  most  likely  to  impact  the  smaller  opera- 
tors who  would  not  be  making  CCF  contributions  after  they  went 
over  the  maximum  limits  for  Social  Security  purposes. 

This  has  been  a  rub  in  our  office  for  a  number  of  years,  but  we 
have  not  been  able  to  find  an  operator  that  is  willing  to  take  on 
the  IRS  because  financially  it  does  not  make  sense  for  one  opera- 
tor. There  is  not  enough  money  involved. 

We  would  like  to  have  Congress  solve  this  inequity  by  placing 
language  in  the  law  that  says  it  is  a  deduction  for  self-emplojmient 
tax  purposes  also. 

And  the  fourth  issue  in  my  written  testimony  is  not  a  personal 
concern  as  much  as  just  what  I  hear  in  my  office  from  clients,  and 
it  relates  to  the  fact  that  Government  employees  receive  tax-ex- 
empt cost-of-living  and  housing  allowances  for  living  in  a  high-cost 
area  in  the  United  States,  the  State  of  Alaska,  yet  those  taxpayers 
in  the  private  sector  make  equivalent  salaries,  pay  tax  on  all  their 
income,  and  they  ask  us  for  an  explanation.  And  I  do  not  have  one, 
other  than  to  say  that  I  hope  that  when  they  are  doing  the  housing 
and  cost-of-living  allowances  they  take  the  income  tax  effect  into 
account  when  they  are  determining  that,  which  is  not  a  very  satis- 
factory answer  to  the  American  taxpayer  because  they  do  not  see 
that  happening.  It  is  hidden  by  the  Government,  is  the  way  they 
see  it. 

I  would  just  like  to  close  by  thanking  Senator  Murkowski  for 
doing  his  best  to  keep  our  industries  vital  in  southeast  Alaska.  It 
is  a  great  place  to  live.  And  thank  you,  Senator  Bond,  for  visiting. 

[The  prepared  statement  of  Mr.  Milner  follows:] 
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Prepared  Statement  of  Scott  C.  Milner 

August  17,  1995 

Entrepreneurship  in  America: 

Alaska's  Small  Business  Environment 

One  of  the  most  important  questions  Entrepreneurs  must  face  is  what  form  of  entity  to 
conduct  business  as.   One  area  that  maices  this  a  tougher  decision,  and  has  never  made  sense  to 
us,  is  in  the  area  of  fringe  benefits.   There  are  several  types  of  fringe  benefits  that  are  not 
available  to  sole  proprietors,  partners,  and  shareholders  of  an  S  corporation  who  own  two  percent 
or  more  of  the  corporation's  stock.    However  shareholders  of  a  C  corporation  can  qualify  for 
these  benefits,  which,  in  general,  are  nontaxable  to  the  shareholder  -  employees  and  deductible  by 
the  corporation.    Some  of  these  benefits  include  Group  Health  Insurance,  <$50,000  Group  Term 
Life  Insurance,  Lodging  and  meals  provided  for  the  benefit  of  the  employer. 

There  are  two  industry  specific  tax  issues  that  we  also  feel  are  inequitable.  The  first  affects 
our  local  airlines  and  takes  effect  October  I,  1995  when  the  Excise  tax  on  Commercial  Aviation 
Fuels  rises  from  I  cent  per  gallon  to  4.3  cents  under  ^4091  as  enacted  by  the  1993  Revenue 
Reconciliation  Act  PL  103-66.    The  effect  of  this  on  our  local  small  carriers  will  be  dramatic. 
We  estimate  the  total  annual  effect  to  cost  local  carriers  $50,000  to  $60,000.    Airlines  already  pay 
a  10%  excise  tax  on  gross  revenue.    Most  small  local  airlines  are  lucky  to  have  a  6%  net  income 
with  the  current  excise  tax.    The  local  operators  struggle  to  serve  our  rural  communities  in  an  area 
with  very  limited  infrastructure.   This  tax  is  currently  very  regressive  and  will  impact  Alaska 
greater  than  areas  with  established  road  systems.   A  solution  to  this  problem  would  be  to  exempt 
small  carriers  or  at  least  reduce  the  tax  for  small  carriers  and  have  a  revenue  neutral  progressive 
tax  structure. 

The  third  tax  issue  applies  to  the  Jug  and  Barge,  and  Commercial  Fishing  Industries. 
Individuals  in  these  industries  may  currently  establish  Capital  Construction  Funds  "CCFs"  with 
National  Marine  Fisheries.   These  CCFs  help  the  individual  capitalize  their  business  in  that  they 
may  take  a  deduction  for  income  tax  purposes  in  the  year  they  deposit  funds  in  an  account 
established  for  a  capital  project  such  as  building  a  vessel.   This  allows  the  owners  the  ability  to 
accumulate  funds  quicker  for  their  capital  projects,  the  trade-off  being  that  projects  financed  with 
CCF  monies  have  no  tax  basis  in  that  the  owner  already  received  the  income  tax  benefit  related  to 
these  funds.   This  is  all  very  fair  and  a  fine  incentive  program  for  these  industries.    However  the 
rub  comes  from  the  Internal  Revenue  Services  interpretation  of  this  law  as  it  applies  to  self- 
employment  or  social  security  taxes.    When  this  law  was  written  it  literally  said  CCF 
contributions  may  be  taken  as  an  "income  tax"  deduction  for  self-employment  tax  purposes.   This 
means  owners  who  decide  to  establish  CCFs  pay  double  social  security  tax  on  monies  contributed 
to  CCFs,  once  in  the  year  they  make  the  contribution  and  again  in  later  years  when  they  have  no 
depreciation  deduction  related  to  their  CCF  financed  assets  with  no  tax  basis.   This  is  further 
unfair  in  that  it  is  more  likely  to  impact  smaller  operators  who  are  less  likely  to  meet  the  self- 
employment  tax  maximum  limits.    We  have  never  felt  this  was  Congress's  intent  but 
unfortunately  it  is  not  financially  realistic  for  a  single  small  operator  to  take  on  the  IRS  on  this 
issue.    We  would  like  to  see  Congress  solve  this  inequity. 

A  fourth  issue  for  Alaskans  would  be  some  form  on  Cost  of  Living  Allowance. 
Government  employees  receive  tax  exempt  cost  of  living  and  housing  allowances,  yet  those 
taxpayers  in  the  private  sector  who  make  equivalent  salaries  pay  tax  on  all  their  income  and  ask 
us  for  an  explanation.    Do  you  have  one? 
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Chairman  BOND.  Thank  you  very  much,  Scott. 
Don. 

STATEMENT  OF  DON  THORNLOW,  PRESIDENT, 
COMMUNICATIONS  UNLIMITED,  INC.,  KETCHIKAN,  ALASKA 

Mr.  Thornlow.  Thank  you.  Welcome  to  Ketchikan,  Senator 
Bond. 

Chairman  Bond.  Thank  you,  sir. 

Mr.  Thornlow.  Pleasure  to  meet  you  and  your  staff  last  evening. 
I  appreciate  the  efforts  that  you  are  putting  forth  by  having  these 
hearings  here  in  Ketchikan. 

Senator  Murkowski,  thank  you  for  your  support  of  Alaska's  in- 
dustries in  Washington.  I  know  that  it  is  a  tough  battle.  It  is  al- 
ways nice  to  have  you  back  home. 

I  am  Don  Thornlow.  I  am  president  and  owner  of  Communica- 
tions Unlimited.  We  are  a  land  mobile  wireless  two-way  radio  and 
radio  telephone  company  and  marine  electronics  distributor  serving 
Petersburg,  Wrangell,  Prince  of  Wales,  and  Ketchikan.  We  have  14 
employees. 

As  a  former  senior  vice  president  of  Alaska's  largest  bank,  Na- 
tional Bank  of  Alaska,  former  chairman  of  the  Alaska  State  Cham- 
ber of  Commerce,  and  owner  of  my  own  companies,  I  have  first- 
hand knowledge  of  the  challenges  and  risks  facing  small  business. 

When  I  was  asked  to  testify  before  the  Senate  Committee  on 
Small  Business  the  other  day,  it  first  struck  me  as  somewhat  of  an 
oxymoron.  Government  and  small  business.  Then  the  old  adage  of 
"Hi,  I  am  from  the  Government,  and  I  am  here  to  help  you"  crossed 
my  mind. 

Seriously,  though,  I  have  prepared  oral  comments,  and  written 
text  for  the  record  as  well. 

There  are  a  significant  number  of  issues  under  Government 
agency  control  that  affects  small  businesses.  Many  have  lofty  goals, 
but,  unfortunately,  are  implemented  in  the  most  negative  of  bu- 
reaucratic ways.  Items  of  importance  to  small  business  range  from 
reforms  in  taxation,  OSHA,  health  care,  to  private  property  rights 
and  environmental  laws. 

Most  of  these  issues  were  addressed  in  detail  at  the  White  House 
Conference  on  Small  Business  held  June  10-15  in  Washington, 
D.C.  A  very  good  conference,  I  might  add,  even  given  the  current 
administration.  I  strongly  suggest  and  request  that  serious  atten- 
tion be  paid  to  the  60  recommendations  that  came  out  of  that  con- 
ference. 

Specifically,  on  behalf  of  myself  and  my  company.  Communica- 
tions Unlimited,  and  as  a  member  of  the  National  Federation  of 
Independent  Businesses,  I  would  like  to  enter  into  the  record  spe- 
cific statements  regarding  the  following:  OSHA  reform,  health  care 
reform,  interestingly  enough,  deductibility  of  health  insurance  pre- 
miums for  self-owned  companies,  estate  tax  reform,  the  taking  of 
private  property,  and  environmental  laws.  In  the  interest  of  brev- 
ity, I  will  submit  these  statements  in  written  form  rather  than  dis- 
cussing them  in  detail.  And  I  have  statements  outlined  in  each  one. 

Chairman  Bond.  Thank  you.  Those  will  be  made  part  of  the 
record,  and  we  do  appreciate  you  submitting  them  for  the  record. 
I  think  it  is  very  helpful  to  have  you  highlight  the  ones  that  are 
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important,  although  we  are  well  aware,  we  worked  closely  with  the 
White  House  Conference. 

Mr.  Thornlow.  I  thought  if  we  just  keep  hammering  away  at  it, 
maybe  we  will  have  some  success. 

Chairman  BOND.  Good.  After  awhile,  maybe  we  will  catch  on. 

Mr.  Thornlow.  Like  the  deductibility  of  health  premiums.  Ev- 
erybody recognizes  it  is  a  problem.  Going  from  25-percent  deduct- 
ibility to  30  to  35  does  not  make  any  sense.  Just  get  to  100  percent 
and  get  it  over  with  and  go  on  to  another  event,  but  it  might  get 
somebody  out  of  a  job. 

In  closing,  I  would  like  to  urge  the  repeal  of  the  Davis-Bacon 
Prevailing  Wage  Act.  I  actually  call  it  the  Bacon-Bacon  Act.  The 
wage  and  benefit  levels  that  are  established  under  the  operation  of 
the  act  are  artificially  inflated  by  the  act  itself  and  the  escalated 
wage  and  benefit  scale  within  the  Government.  In  developing  the 
wage  and  benefit  scale,  the  act  uses  the  existing  Davis-Bacon 
wages  in  analyzing  market  rates.  It  has  been  demonstrated  repeat- 
edly that  these  rates  are  substantially  greater  than  the  prevailing 
non-Davis-Bacon  private  contracting  scale. 

What  this  results  in  is  substantially  overpriced  public  projects 
and  significant  personnel  management  problems  to  those  compa- 
nies wno  do  both  public  and  private  contracting.  I  will  give  you  a 
case  in  point. 

In  my  prior  life  before  this  company,  I  owned  a  company  called 
South  Coast  Construction,  a  fairly  large  company  for  Alaska  stand- 
ards or  southeast  standards,  small  by  U.S.  standards,  national 
standards.  We  had  a  couple  hundred  employees.  We  did  both  public 
and  private  construction — probably  60  percent  was  public  contract- 
ing. 

Because  of  our  climate  and  construction  season  here,  we  had  a 
modified  work  week,  approved  through  the  Department  of  Labor. 
We  did  two  back-to-back  weeks  and  then  let  people  off. 

This  proved  to  be  helpful  in  dealing  with  this  Bacon-Bacon  deal, 
because  what  we  had  was,  on  the  public  projects  we  were  able  to 
work  40  hours  and  40  hours  and  then  we  gave  people  6  days  off. 
We  did  what  was  called  woods  rate  work,  which  was  private  work 
outside  of  the  Davis-Bacon  Act.  And  in  order  for  us  to  have  com- 
mensurate paychecks,  those  folks  worked  5  days — or  6  days  back- 
to-back  with  overtime  and  only  4  days  off.  Checks  came  out  about 
the  same. 

Here  is  the  situation.  Obviously,  one  employee  had  to  work  sub- 
stantially more  hours,  they  did  6-tens  versus  5-eights. 

Take  a  truck  driver — as  a  case  in  point.  You  can  hire  truck  driv- 
ers for  $12  to  $18  an  hour;  more  likely,  $14  to  $18  an  hour.  Under 
Davis-Bacon,  you  pay  $24  an  hour.  Maybe  it  is  over  that.  It  is  $21 
plus  4-something  for  benefits,  I  think.  And,  so,  consequently,  you 
sit  there  and  have  one  guy  work  40  hours  and  get  the  same  size 
check  as  another  guy  who  works  60  hours  to  get  the  same  payday. 

Obviously,  it  has  worked  to  some  degree  here,  because  if  you  are 
out  in  a  remote  camp  you  might  as  well  work  anyway.  So  then  the 
people  on  the  Davis-Bacon  are  flying  back  and  forth.  Obviously, 
you  see  what  it  does  to  the  cost  of  projects  and  it  is  in  serious  need 
of  overhaul.  So  if  somebody  could  get  onto  that,  I  think  it  would 
be  great. 
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Further,  I  would  like  to  add  that  the  Government  is  a  major  com- 
petitor to  small  business  for  the  labor  pool.  In  the  past,  working 
for  Government  provided  a  lower  hourly  wage  scale  with  greater 
job  security  and  related  benefits  compared  to  private  sector  options. 
Today  it  is  almost  impossible  for  small  business  to  compete  with 
the  Government  on  either  wage  or  benefits,  especially  in  light  of 
minimum  performance  standard.  The  size  and  the  cost  of  Govern- 
ment is  too  high  and  it  needs  to  be  reduced,  and  that  will  benefit 
all  of  our  businesses,  small  and  large  alike. 

Thank  you  very  much. 

[Attachments  to  the  statement  of  Mr.  Thornlow  follow:] 
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EN".'  T  FONMEt'JTAL  LAWS 

Compl. '-pte  rsview  of  1 3W3  and  cegulations  relating  to  public 
health  ,-'nd  sal'ejty,  sntrr-gy  and  the  environment,  such  as  the 
Pasourca  Conservation  ?nrj  Recover  Act,  Clean  Water  Act,  Clean 
Pir  A.:  t .  Endangered  Spicier-;  Act,  and  National  Environmental 
Folic.'  Act.   Specific  r-ecommenda  t  ions  : 


*Co=.t  benefit  ^nalvsi':?  on  regulations  with  input  from 

r<=g<.f  ]  T  ted    coriimun  1  '  v  . 
♦Regi.!  1  =  t  1  on    t)a?;ed    ••.?n     so'jnd    science. 

■•All  co^tT.  a)  loweri  to  be  e':pen=,ed  in  curr'en  t  year. 
*Ref.jL!  1  ■',  t  1  ons  en  f  Qrce-"»b  1  e  on  a  site  specific  basis. 
"•Vo  li  in  t 'f-y    env  I  r..TiHnen  ta  1     auiJit     shall     release    parties     ff'om 

?r;lmi  n  1  =  tr  ^  1 1  vi-->,  civil  ?nd        cr-iminal         penalties         when 

disclo=;inQ         entity  initiates         compliance         action  in 

ri=>^  son  ^.b  1  e     time. 
^'■in    duplication    ot     c'n  f  orr-smen  t . 
■»R.?a  1  I  s  t  i  c     rial-     a  =;5as-?nien  t  s  . 
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TAKINGS  /  PRIVATE  PROPERTY  RIGHTS 

Recently,  the  federal  government  has  attempted  to  expand 
actions  allowing  private  property  to  be  taken  in  order  to 
protect  the  environment. 

The  Fifth  Amendment  of  the  U.  S.  Constitution  provides  that 
"....private  property  [shall  not]  be  taken  for  public  use, 
without  just  compensation".  The  courts  have  struggled  to 
determine  the  point  at  which  restrictions  on  private  land  use 
become  a  "taking"  under  the  Constitution,  requiring  the 
payment  of  fair  compensation.  This  issue  often  arises  with 
respect  to  wetlands  designations.  Endangered  Species  Act 
limitations  and  even  local  zoning  restrictions  that  deny  the 
rights  of  property  owners  to  use  land  they  had  purchased 
before  restrictions  were  in  place.  These  designations  have 
caused  property  values  to  plummet  and  have  eroded 
communities'  tax  bases  without  granting  just  compensation. 

The  Supreme  Court  has  recently  sided  with  property  owners  in 
landmark  takings  cases  where  compensation  was  not  provided. 
NFIB  members  support  a  comprehensive  solution  to  property 
rights  "takings"  in  which  economic  impact,  true  environmental 
protection  needs  and  just  compensation  issues  are  adequately 
addressed.  NFIB  survey  results  show  69  percent  of  small 
business  owners  oppose  the  government  restricting  the  use  of 
private  land  to  protect  the  environment.  Likewise,  64 
percent  of  NFIB  members  feel  that  federal  agencies  should  be 
required  to  assess  a  regulation's  restrictions  on  private 
property  use. 

Review  and  revise  federal  policy  regarding  use  of  private 
property  within  the  context  of  environmental  issues.  Review 
EPA  and  state-related  penalties  to  assure  that  the  real 
potential  for  environmental  harm,  risk  assessment,  and  cost- 
benefit  analysis  are  used  in  land  use  decisions. 

Specific  recommendations  on  takings  and  wetlands  follows: 

Takings  -  Any  governmental  action,  law,  or  regulation 
that  deprives  a  property  owner  of  value  or  benefits  of  his  or 
her  private  property  shall  constitute  a  "Taking"  for  which 
said  property  owner  shall  be  entitled  to  full  "Fair  market 
value"  compensation.  Specifically,  government  should  examine 
the  economic  impact  before  property  is  taken  and  prohibit  the 
taking  of  property  without  just  compensation. 

Wetlands  -  Congress  should  direct  the  following  changes 
in  wetlands  laws  and  regulations: 

A.  If  regulations  affect  a  property  use  after  it  is 
acquired,  the  property  owner  should  be  compensated. 

B.  The  Army  Corps  of  Engineers  should  have  exclusive 
jurisdiction  over  Section  404  of  the  Clean  Water  Act. 

C.  Use-based  regulations  should  be  encouraged  based  on 
relative  importance  of  a  wetland  to  the  local  environment. 

D.  A  statutory  definition  of  wetlands  should  be  adopted 
using  saturation  at  start  of  a  growing  season  as  a  criterion. 
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QBHA  PEFGRtl 

QSHA  tf?form  legislation  before?  ConQt"(=??5s  would  require 
employers  to  create  dptAilpd  written  safety  programs  and 
er5tahli?ih  )  ^bor-managemen  t  safety  committees.  The  scope  of 
these  committees'  authority  would  include  empjloyee 
inspections,  interviews  with  other  employees  and  reviews  of 
employer  r-ev.or^d  s.  In  tdditic}n,  tlie  bill  includes  new 
criminf'l  fi-^nsHies  foi-  rjnip  1  >  )y  er  s  should  an  employee  be 
in  juf.^.1  oil  til-:'  job . 

The  nr<-up-Tt  iorial  B=>fely  ?nd  Hp>a  I  th  Act  of  1970  was  intended 
to  create  a  safer-  "«iii)  hf-^  I  tii  i  er  workplace  for'  American 
workers.  The  Act  cr<-"'ated  --x  wot'l-:  site  inspection  program  and 
ai.tthor^  i  zed  tlie  U.  S.  Dep-^rtment  of  labor  to  establish  health 
and  safety  standards.  After  an  overbearing  and  antagonistic 
first  few  years  of  punitive  enforcement  efforts,  OSHA ' s 
attempts,  i.'ntil  f^ecentlv,  to  worl;  with  business  owners  in  a 
cooperative  rathet-"  than  a  heavy  handed  manner  have  by  and 
large  encour'aged  business  owners  to  imf)r'ove  their  work  sites 
voluntarily,  which  ha=;  ppr^^,  ]  t;f»,j  ^n  tmprov(=»d  worker  safety, 

Manda  tor'v  committe^es  in  tlii^  (JSHA  t-eform  bill  before  Congress 
will  destroy  coopef^ation  between  employers  and  empiloyees  and 
not  add  to  worker  safety.  Fighty  s  i  ;<  percent  of  MF 1 B  members 
oppose  requir'ing  employers  to  establish  mandatory  safety 
committees.  Written  safety  progr'anis  would  impose  a  new 
paper-wor'l:  burden  on  small  business  owners  and  criminal 
penalties  could  create  a  hostile  relationship  between  OSHA 
and  smfll  business  owner-s.  Fightv  nine  percent  of  NF  I B 
members  opf)ose  re'iuirifnj  emp)  l  ayot^-,  to  cr^eate  written  safety 
prog  trains. 

rJF  1 R  membets  believe  thit  the  best  way  to  improve  worker 
safety  is  liy  creating  incentives  for  employers  to  develop 
voluntary  safety  programs,  such  as  exemptions  from 
inspections  in  safer"  indu<=iti"  ies,  flexible  penalties  and 
programs  siu.  h  as  the  (tSHA  consultation  program,  which  offers 
small  business  owners  safety  guidance  without  fear  of 
pun  i  shmen t . 


32 


HEALTH  CARE  REFORM 

Health  in=uranca  casts  far  small  business  owners  have  saar^ed 
over'  the  last  decade,  with  businesses  experiencing  double 
digit  premium  rate  increases  each  year'.  Access  to  health 
insur-a.nce  and  premium  r'ate  stability  have  also  been  serious 
3  rcb 1 ems  for  sma  i 1  f i rms . 


Small  firms  have  sevefval  disadvantages  as  purchasers  of 
nealth  insurance  for  themssl'.-es  and  their  employees.  Small 
firms  pay  at  least  30  pe'-'cent  more  than  do  larage  businesses 
for  the  admin  istr  at  i-/e  costs  cf  health  msur'ance .  Small 
businesses,  unlike  large,  sslf-insured  firms,  have  to  endure 
costly  state  msur'ance  mandates  'wnich  also  can  drive  up  the 
cost  of  premiums.  Small  fir^ms  ars  also  more  likely  to  be  on 
the  receiving  end  of  a  pt-ee;<  ist  ing  condition  e:cclusion,  huge 
rate  mcr^eases  or  sudden  cancellation  when  one  employee  gets 
sick.  Since  I'^St.  small  business  owners  have  identified  the 
cost  of  health  insurance  as  their  number  one  problem, 
according  to  the  NFIE  Education  Founda t ions ' =  "Small  Business 
P'^oblems  and  F>^  lor  1 1  les .  "  In  surveys  NFIB  member's  have 
e:;Dr'essed  suppot't  for'  health  car^e  reforms  that  change 
insu.r'ance  mdustr-y  pr-actices  and  enhance  competition  among 
health  plans  and  insur^ers.  Numer^ous  health  C3.r-s  reform 
pr'aposals  have  been  intr-oduced  and  the  issue  has  become  a  top 
domestic  pr'ior-ity  for  both  the  President  and  Congress.  Some 
oroposals  r^ely  on  changing  the  r'i..tles  of  the  health  insurance 
mar'ket  to  boost  competition,  reduce  costs  and  increase  access 
to  C3-r<^.  Other  bills  pur'sue  cost  containment  and  expanded 

coverage  thr'ough  employer  mandates  and  price  contr'ols. 
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100  PERCENT  DEDUCTIBILITY  FOR  HEALTH  INSURANCE 

Incof^porated  businesses  can  deduct  I'l'O  percent  of  their 
health  insut^ance  premiuiTis  for  all  employees.  Self-employed 
business  owners,  on  the  other  hand,  could  only  deduct  24 
percent  of  the  cost  of  their  own  insurance  until  Decemoer 
1993.  Presently,  self-employed  business  owners  ars  allowed 
no  deduction.  Fur'thermore,  self-employed  business  owners 
have  not  been  able  to  rely  on  the  25  percent  deduction. 
Since  it  was  enacted  in  1986,  this  deduction  has  been 
temporary  and  e;< tended  from  year'  to  year.  If  self-employed 
business  owner's  wer'e  able  to  r'ely  on  ?.  100  per'cent  deduction, 
:t  would  gr-eatly  e:<pand  their'  access  to  health  insurance. 

While  sel -f-emp  loyed  business  owners  may  deduct  the  cost  of 
insurance  for'  their'  employees,  they  may  not  deduct  if  for- 
themselves.  NFIB  member's  suppor't  the  permanent  and  full 
deduction  for-  the  cost  of  health  insur'ance  for-  self-employed 
business  owners.  In  a  sur'vey  of  NFIB  member's,  82  per'cent 
*avor'ed  alloiMing  self-employed  business  owners  to  fully 
deduct  the  cost  of  health  insurance.  The  number  one  problem 
facing  small  business  owners  today,  and  for  most  of  the  past 
aecade,  has  been  the  cost  of  health  insurance.  A  full,  100 
per'cent  deduction  for'  health  insurance  would  r'educe  the  cost 
of  insur'ance  cover'age  and  enable  mor'e  self-employed  business 
owner's  to  pr'ovide  coverage  for  themselves  and  their-  families. 
A  limited  25  percent  deduction  does  little  to  defray  the  high 
cost  of  insurance  and  pr'ovides  little  incentive  for'  the  at 
least  2.8  million  uninsur'ed,  sel  f — emp  loyed  business  owner's  to 
pur'chase  insur'ance.  Per'manent  expansion  for'  this  deduction 
would  be  an  effecti'.'e  fir'st  step  toward  covering  the  wor'king 
un  insur'ed . 
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FBTATE  TAXt^S 

Wl-ien  l.liv?  nwrif-'r'  of  a  f"Hirnlv  hu>  irip-.  =;  Of-  fsf-m  dies,  the  valiif^ 
of  the  efi  tpf'pr"  i  ?;e  15  ad'i(='d  to  tlit?  ov^^nef's  estate  ^nd  is 
taxed,  ?iftf?r-  e;- e>mp  t  inn  =; ,  at  t-ate?;  as  high  as  55  ppf-cent.  As 
a  resi.i  1  t  (vf  this  t^;-  at  thf:"  dfatti  of  ttie  owner,  many  fami  ly 
taus  ine<53e~3  and  farms  miist  he  sold  to  pay  the  ta;<es. 

The  last  t  i  trie  Congress  (n-"1e  b :?  s  i  c  estate  tax  change's  was  in 
1981  when  it  cr'eated  the  */,('(>,(<('»(.<  ei'emption.  Many  feel  this 
ei-emption  is  inadequate  wh>^n  fixed  assets,  such  as  land, 
buildings  and  f^quipment,  at-.-j  involved.  Inflation  has  also 
eroded  the  limited  value  of  thjs  eiemption. 

The  family  business  or-  farm  is  generally  r-un  by  the  entire 
family  -  husband,  wife  and  children.  But  the  business  is 
usually  only  listed  on  one  spouse ' s  name.  The  surviving 
family  members  B.rs  subjected  to  hefty  estate  taxes  for  a 
business  that  is  inhet^ent  to  the  entir-e  family. 

Alternatives  to  eventually  paying  liigh  estate  taxes,  such  as 
soph  ist  ir=»ted  estate  planning  ot-  enhanced  life  insur^ance,  av^ 
too  costly  for    many  small  business  owners. 

|=;-t;,»;ja  i.-i-  law  should  pre.'ent  famjly  businesses  and  farms 
ff'om  being  sold  simp]/  to  p^y  estate  t^xes/  Those  wor^l- ing 
for  small  family  f^rms  and  businesses  will  not  face  losing 
their'  jobs  when  the  ownef'  dies,  and  the  businesses  can 
continue  contributing  to  tlieir  local  communities.  Sur^veys  of 
NFIB  members  hav»  found  tlvtt  RO  (lercent  support  waiving 
pi.=  f;.3tpi  t,^;,-,-.nc;  jf  ^  bi'siness  reiii=(ins  in  the  family  after  the 
owner  dies. 
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Chairman  BOND.  Thank  you  very  much,  Don.  And  I  would  say 
that  we  did  follow  very  closely  the  White  House  Conference  on 
Small  Business.  We  were  very  much  impressed  with  the  caliber  of 
the  people  who  attended.  I  met  several  times  with  the  Missouri  del- 
egation. They  were  a  bunch  of  fire  breathers.  And  I  had  a  chance 
to  address  the  entire  group  several  times. 

We  intend  to  have  the  Small  Business  Committee  follow  up  with 
the  conference  to  monitor  what  progress  is  made.  One  of  the  things 
that  we  are  going  to  try  to  do  through  the  Small  Business  Commit- 
tee is  to  ensure  that  the  SBA — if  the  SBA  does  not  do  it,  we  will 
do  it — report  on  the  progress  toward  achieving  these  goals  as  set 
forth.  Some  of  them  we  may  not  be  able  to  do,  but  there  are  a  lot 
of  good  legislative  ideas  in  that  area. 

Scott,  with  respect  to  taxes,  I  have  to  tell  you  that  this  commer- 
cial airline  excise  tax,  number  one.  Senator  Murkowski  did  not  vote 
for  it.  Senator  Stevens  did  not  vote  for  it,  and  I  did  not  vote  for 
it,  because  it  was  one  of  a  bunch  of,  I  believe,  misconceived  ideas 
for  raising  revenue.  But  maybe  Senator  Murkowski  can  fill  us  in 
on  what  that  commercial  airline  excise  tax  is  going  to — is  there 
anything  moving  in  the  Finance  Committee?  Because  that  is  a  dis- 
aster. 

Senator  Murkowski.  That  is  another  issue. 

Chairman  Bond.  That  puts  large  airlines — I  have  two  airlines 
that  serve  my  State. 

Senator  MURKOWSKI.  TWA? 

Chairman  BOND.  And  USAir!  And  if  that  goes  into  effect,  we  may 
be  asking  Mr.  Scudero  to  bring  Taquan  Air  back  to  the  heartland, 
because  we  are  not  going  to  fly. 

Senator  MURKOWSKI.  The  only  ones  that  can  fly  on  hot  air  are 
the  politicians.  The  airlines  can't.  And,  you  know,  it  is,  the  devil, 
as  usual,  is  in  the  details,  because  serving  on  the  Finance  Commit- 
tee, we  are  responsible  for  finding  the  revenue  to  fund  the  Federal 
Government.  The  appropriations  folks,  of  course,  get  to  put  it  out. 
And  it  sounds  good.  Now  you  have  the  airline  industry  nationally 
coming  back.  They  are  starting  to  show  some  profits. 

Now,  you  can  question  bailouts,  all  the  paraphernalia  that  hap- 
pened a  few  years  ago  with  the  junk  bond  financing,  the  profits 
that  were  made,  but,  nevertheless,  we  are  dependent  in  the  United 
States  on  an  industry  that  has  not  been  profitable  for  quite  a  pe- 
riod of  time.  Now  this  tax  is  ready  to  come  back  on.  We  have  got 
to  find  the  revenue  to  fund  Government.  And  the  question  is,  do 
you  reinitiate  the  tax  or  do  you  leave  it  off.  And  there  are  others 
that  pay  the  tax  that  are  in  the  transportation  business  that  say, 
"Hey,  why  do  you  exempt  the  airlines  as  you  are  trying  to  ensure 
their  return  to  profitability  and  we  still  have  to  pay?" 

That  is  a  legitimate  concern.  The  difference  is  the  competitive 
posture  of  each  industry.  The  others  that  are  paying  it  survive  in 
a  competitive  posture.  If  you  throw  it  on  the  airlines,  they  are 
going  to  go  back  and  have  quite  an  adjustment. 

Now,  there  are  efficiencies  that  can  be  gained  in  anybody's  busi- 
ness. So  it  is — the  bottom  line  is,  I  don't  think  that  the  tax  will  be 
reinitiated  as  a  consequence  of  the  general  consensus  in  the  Fi- 
nance Committee  makeup  that  this  extension  probably  should  be 
a  permanent  exemption  and  we  will  have  to  find  the  revenue  some- 


36 

place  else.  The  other  alternative  is,  of  course,  to  reduce  the  cost  of 
Government  in  other  areas. 

You  can  always  reduce  the  cost  of  Government.  I  think  that  is 
what  was  suggested  by  Donald  Thornlow.  But  that  is  a  30-second 
version.  Jerry? 

Mr.  SCUDERO.  The  thing  is,  though,  if  the  industries  were  getting 
that  money  back  so  the  industry  could  use  it,  it  all  goes  into  the 
general  fund  and  nobody  knows  where  it  goes  after  that.  You  know, 
with  the  deficit  the  way  it  is.  It  would  be  different  if  it  all  went 
back  to  the  industry,  which 

Chairman  Bond.  Do  not  even  ask.  They  may  give  you  that  oppor- 
tunity. 

Do  you  have  other  questions  for  this  panel? 

Senator  MURKOWSKI.  Well,  let  me  just  generalize  a  couple  things, 
because  I  think  it  is  appropriate  that  I  bring  this  up  before  this 
panel. 

Every  time  I  have  come  into  Ketchikan  the  last  few  years,  I  have 
been  confronted  with  the  dilemma  of  why  the  property  at  2958  and 
2950  on  Tongass  Avenue,  which  consists  of  .76  acres — that  is  pretty 
small — between  the  KPU  building  and  the  hospital,  is  still  boarded 
up.  Who  owns  it,  why  somebody  cannot  use  it,  put  it  on  the  city 
tax  rolls,  do  something  with  it.  And  we  are  going  to  do  it. 

Now,  the  question  as  to  who  can  be  a  recipient  relative  to  the 
process,  ordinarily,  this  stuff  goes  to  the  agency  who  controls  it. 
Currently,  it  is  the  U.S.  Coast  Guard,  the  General  Services  Admin- 
istration. As  far  as  I  am  concerned,  that  is  just  another  deep  hole. 
To  get  it  out  of  there  will  take  an  extraordinary  amount  of  time. 

I  nave  met  with  the  Commandant  of  the  Coast  Guard,  and  I  am 
going  to  be  working  with  Representative  Young  to  get  this  trans- 
ferred to  a  community  agency. 

Now,  since  the  Ketchikan  Indian  community  has  indicated  an  in- 
terest in  it  for  some  of  their  concerns,  it  is  awfully  small.  It  is  .76 
acres. 

The  proposal  of  the  city  having  it,  the  borough  having  it,  or  just 
giving  it  to  the  hospital  and  seeing  what  they  can  do  with  it,  for 
whatever,  parking  addition  or  something.  So  we  are  going  to  do 
something.  If  anybody  has  any  voices,  recommendations,  this  might 
be  a  good  time  to  just  keep  it  short,  but  I  am  sick  and  tired  of  hav- 
ing it  sit  there  and  nothing  done. 

The  other  issue  I  want  to  bring  up  very  briefly  is  that  the  Coast 
Guard  here  is  in  need  of  housing.  The  question  of  how  many  units 
I  think,  Capt.  Peterson,  you  might  be  able  to  address,  but  we  are 
talking,  I  think,  about  50  or  thereabouts. 

We  have  had  a  very  effective  801  program  that  has  worked  in 
Anchorage,  but  more  recently,  two  large  projects  in  Fairbanks,  Fort 
Wainwright  and  Eielson. 

It  is  a  very,  very  simple  program  because  it  involves  the  private 
sector.  And  what  it  consists  of  is  the  military  would  put  out  the 
specifications  for  the  housing.  How  many  square  feet,  what  they 
wanted.  And  the  developer  would  propose  a  package  development, 
complete  development.  Basically,  turnkey,  which  would  mean 
paved  sidewalks,  paved  streets,  playground  at  the  end  of  the  block, 
lawns,  individual  housing.  These  are  not  apartments,  they  are  not 
condos.  And  the  amortization  would  take  place  from  the  Coast 
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Guard  person's  housing  allowance  over  an  extended  period  of  time. 
The  developer  would  be  responsible  for  the  maintenance  during  the 
timeframe.  At  the  end,  it  would  revert  back  to  whichever  party 
agreed  on  the  terms  and  conditions.  Some  cases  it  reverts  back  to 
Government,  other  cases  it  reverts  back  to  the  developer. 

But  it  has  been  extraordinarily  successful.  As  a  consequence,  we 
have  the  best  military  housing  in  the  United  States  at  Eielson  and 
Wainwright,  bar  none.  And  I  would  like  to  think  that  that  same 
application  on  a  smaller  scale  can  be  done  in  this  community. 

We  are  going  to  be  meeting  with  Capt.  Peterson.  Ralph  Bartholo- 
mew is  my  Coast  Guard  liaison.  And  I  would  like  to  alert  you  at 
this  time  what  our  intention  is,  because  I  think  we  are  beyond  the 
realm  of  considering,  well,  let  us  just  get  a  little  apartment  house 
and,  you  know,  put  all  the  family  houses  together.  We  do  not  have 
to  do  that  anymore.  And  this  involves  the  private  sector. 

The  first  financing  that  was  done  was  done  by  a  fellow  banker, 
a  fellow  by  the  name  of  Mark  Langland,  in  Fairbanks,  on  the  801 
at  Eielson.  At  that  time  it  was  First  National  Bank  of  Fairbanks. 
Did  it  without  a  take-out,  which,  as  you  know,  Don,  a  package  that 
big  you  get  a  few  gray  hairs.  Finally,  we  got  Aetna  in  on  the  long- 
term.  And  after  that,  it  has  been  very,  very  easy,  because  you  can 
see  how  it  is  done. 

So  I  throw  that  out  not  as  a  matter  specific  to  the  hearing,  but 
in  the  interest  of  general  information  of  what  I  think  would  be  a 
great  thing  for  the  Coast  Guard  here  in  Ketchikan  as  far  as  quality 
housing  and  addressing  the  permanency  associated  with  the  Coast 
Guard  facility  here,  since  we  are  here.  That  is  why  I  brought  it  up. 

I  do  not  have  any  questions  of  the  witnesses. 

Chairman  Bond.  I  was  just  going  to  conclude. 

Ray,  I  also  happen  to  serve  on  the  Housing  Authorizing  Commit- 
tee and  the  Appropriating  Committee.  So  I  am  into  housing  up  to 
my  neck. 

The  FHA  program,  I  assume  most  of  it  is  single-family.  Any 
question  of  reforms  needed  in  that?  Is  that  working  well? 

Mr.  Matiashowski.  Actually,  it  works  very  well  here  in  Ketch- 
ikan. Surprisingly  well. 

Chairman  BOND.  HUD  wants  to  reinvent  itself,  and  one  of  the 
things  it  wants  to  do  is  spin-off  FHA  and  try  to  make  it  an  inde- 
pendent Government-sponsored  entity.  So  I  do  not  see  any  rea- 
son— do  you  see  any  way  that  that  would  help? 

Mr.  Matiashowski.  Again,  things  work  well  as  they  are.  I  don't 
see — it  is  not  a  significantly  more  expensive  loan  program  for  a 
borrower  to  initiate.  So  it  did  not  seem  that  any  additional  costs 
have  filtered  down  to  the  user.  So 

Chairman  BOND.  One  of  those  things  that  does  not  seem  to  be 
broke,  I  don't  know  why  we  ought  to  fix  it. 

Mr.  Matiashowski.  Exactly. 

Chairman  BOND.  OK.  Well,  gentlemen,  again,  thank  you  very 
much.  We  will  have  a  chance  to  visit  afterwards,  but  let  me  move 
on  quickly  for  the  third  panel. 

Senator  MURKOWSKI.  Let  me  just  make  one  more  point. 

Chairman  Bond.  Sorry. 

Senator  MURKOWSKI.  No.  That  is  all  right. 
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On  this  801,  it  does  not  require  a  Government  appropriation.  If 
the  Coast  Guard  wants  to  build  housing  on  the  conventional,  they 
have  got  to  get  an  appropriation.  That  is  tough  to  do.  They  are  pay- 
ing housing  allowances  all  the  time.  What  the  Government  ordi- 
narily does  is  make  its  land  available  to  the  developer  as  a  con- 
tribution or  it  will  extend  its  utilities  if  it  has  utilities  on  a  project. 

The  Coast  Guard  has  got  a  lot  of  property  here  in  Ketchikan  that 
it  is  not  using.  The  suitability  of  Point  Higgins  I  do  not  want  to 
address,  because  I  do  not  know. 

But,  you  know,  I  think  this  is  something  that  we  can  move  on 
now.  It  is  going  to  take  a  commitment  from  the  Commander  of  the 
17th  Coast  Guard  District,  as  well  as  the  Captain  here  on  the  base, 
to  get  it  done.  But  I  am  willing  to  spend  the  time  and  effort,  and 
I  would  hope  that  we  could  attract  some  local  developers  to  take 
a  look  at  the  project. 

There  is  a  fellow  by  the  name  of  Dick  Fisher,  who  has  developed 
a  number  of — he  is  an  Alaskan.  His  mother  was  in  the  State  legis- 
lature, Helen  Fisher,  for  many,  many  years,  been  very  successful 
at  this.  But  he  is  really  interested  in  larger,  300-plus  units.  But  I 
would  think  a  Ketchikan  developer  would  find  this  worth  taking  a 
look  at. 

Chairman  Bond.  Thank  you  very  much.  And  we  have  Meredith 
Marshall,  Dave  Coates,  and  Steve  Seley. 

Welcome,  and  thank  you  very  much  for  joining  us.  Ms.  Marshall, 
if  you  would  like  to  start. 

STATEMENT  OF  MEREDITH  MARSHALL,  PRESIDENT,  SOUTH- 
EAST ALASKA  CAB  COMPANY,  INC.,  KETCHIKAN,  ALASKA 

Ms.  Marshall.  Thank  you,  Mr.  Chairman. 

As  an  aside,  how  about  spinning  off  HUD  and  keeping  FHA? 

Chairman  Bond.  If  we  could  cleanup  the  mess — I  tell  you  what, 
the  Aegean  stables  look  like  a  minor  task  compared  to  cleaning  up 
HUD. 

I  would  not  go  into  that  any  further.  But  there  are  lots  of  prob- 
lems we  are  going  to  have  to  deal  with.  That  is  going  to  be  one  of 
the  challenges  that  several  of  us  on  the  authorizing,  as  well  as  the 
appropriating  committees  face  when  we  go  back  in  September.  I  am 
not  looking  forward  to  September. 

Ms.  Marshall.  I  would  like  to  thank  you,  Mr.  Chairman,  for  the 
opportunity  to  testify  before  you  today. 

I  own  a  cab  company  with  sales  of  just  over  a  half  a  million  dol- 
lars. We  have  12  people  working  with  us. 

I  bought  my  business  16  years  ago.  At  the  time  I  thought  all  I 
had  to  do  was  work  hard,  be  honest  with  the  people  I  dealt  with, 
and  that  I  could  be  successful.  Pretty  naive,  wasn't  I? 

Right  off  the  get-go,  I  made  a  few  mistakes.  I  set  up  a  contract 
labor  system  with  my  drivers.  Then  I  called  IRS  to  see  if  that  was 
OK.  Fine  and  dandy.  We  also  checked  with  a  nationally-known  ac- 
counting firm. 

My  second  mistake  was  to  not  get  these  opinions  in  writing.  I 
had  done  a  lot  of  business  with  a  verbal  agreement  and  a  hand- 
shake, including  leasing  property  for  a  decade  without  a  problem. 
So  I  did  not  realize  how  vital  written  documents  would  be  10  years 
later. 
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Guess  what?  I  got  the  wrong  answers. 

After  surviving  audits  for  5  years  on  the  company  and  3  years 
personally,  I  now  know  enough  to  ask  for  pertinent  revenue  rulings 
and  opinions  in  writing. 

The  last  thing  you  want  to  do  is  accept  advice  from  the  IRS  hot- 
line. It  is  usually  wrong. 

The  IRS  assumes  you  are  guilty,  requires  that  you  prove  yourself 
innocent,  and,  therefore,  not  liable  for  huge  taxes  and  bigger  pen- 
alties, and  requires  that  you  supply  the  records  for  them  to  convict 
you  with.  Whatever  happened  to  the  Constitution's  provision  of 
presumed  innocence? 

I  do  not  mind  paying  my  fair  share  of  taxes,  because  I  love  this 
great  country  of  ours.  I  just  do  not  want  to  be  coerced  by  a  tyran- 
nical agency  like  the  IRS. 

If  you  would  like  to  know  how  you  can  most  help  small  business 
people  like  me,  pull  the  cancer  that  is  the  IRS  out  by  its  roots,  stuff 
it  down  the  darkest  hole  you  can  fmd,  and  pave  it  over  with  a  re- 
pealed 16th  amendment. 

Chairman  Bond.  Would  you  like  to  send  a  harsh  letter  to  follow 
for  the  record?  I  know  you  are  holding  back,  Ms.  Marshall,  but  if 
you  would  like  to  tell  us,  you  know,  send  us  a  note,  we  would  be 
delighted  to  hear  how  you  really  feel  about  it. 

Ms.  Marshall.  Expletives  deleted? 

Chairman  Bond.  Up  to  you. 

Ms.  Marshall.  OK.  In  1990,  Congress  passed  legislation  in  re- 
sponse to  the  Exxon  Valdez  spill.  I  am  certain  that  the  intent  was 
not  to  hurt  small  business  people  like  me,  but  those  regulators  just 
went  to  town  on  that  one. 

I  had  a  200-gallon  underground  gas  tank  to  sell  gas  to  my  driv- 
ers at  the  lowest  possible  cost,  at  about  5  cents  a  gallon  over  whole- 
sale. After  OPA  90,  I  would  have  had  to  dig  up  a  perfectly  good 
3-year-old  tank,  enclose  it  in  cement,  put  in  a  halon  fire  suppres- 
sion system,  an  electronic  monitor  to  test  for  leaks  and,  plus,  test 
the  tank  once  a  week.  My  drivers  now  buy  their  gas  at  the  service 
station. 

Please  restrict  the  power  of  regulators.  Make  them  hold  to  a 
standard  of  common  sense  and  cost-effectiveness.  What  is  appro- 
priate for  an  oil  tanker  may  be  overkill  for  a  small  gas  tank.  Sort 
of  like  swatting  a  gnat  with  a  sledgehammer. 

I  really  feel  that  if  a  person  comes  to  my  office  from  an  agency 
of  the  Federal  Government,  that  I  ought  to  dive  under  the  desk 
and  call  my  lawyer.  They  are  not  here  to  help  me. 

I  believe  that  those  of  you  who  we  elect  to  Congress,  not  Federal 
judges  or  administration  regulators,  ought  to  write  the  law  that  we 
live  under. 

I  want  to  thank  you  for  the  work  that  you  are  doing  to  balance 
the  Federal  budget.  I  believe  that  and  tax  cuts  will  set  off  an  eco- 
nomic expansion  in  this  country  like  we  have  never  seen  before. 

Unfortunately,  for  small  business  in  southeast  Alaska,  the  bene- 
fits will  not  be  realized  unless  the  Forest  Service  allows  for  a  sus- 
tainable timber  industry.  I  hope  you  pass  Senator  Murkowski's  bill 
that  will  guarantee  a  viable  timber  industry  for  us. 

Thank  you  for  coming  to  Ketchikan,  and  I  would  be  happy  to  an- 
swer any  questions  you  may  have. 
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Chairman  Bond.  Thank  you  very  much.  You  covered  a  number 
of  very  important  areas. 
Let  me  turn  now  to  Mr.  Coates. 

STATEMENT  OF  DAVID  L.  COATES,  OWNER:  KETCHIKAN 
ENTERTAINMENT  CENTER,  FAMILY  FURNITURE,  SCHALL- 
ERERS  PHOTO  AND  GIFT,  AND  GREAT  ALASKA  CLOTHING 
COMPANY,  KETCHIKAN,  ALASKA 

Mr.  Coates.  Thank  you,  Mr.  Bond. 

I  am  a  small  business  owner  and  operator  here  in  Ketchikan.  I 
currently  own  several  small  businesses,  including  a  furniture  store, 
a  bowling  center  which  also  contains  a  lounge  and  restaurant,  a 
photo  and  gift  shop,  a  family  clothing  store,  a  toy  store,  several 
apartment,  office,  and  commercial  rentals. 

All  of  my  businesses  are  healthy  and  profitable.  I  employ  over 
100  people  year-round. 

One  of  my  first  businesses  was  started  using  SBA  financing.  At 
that  time  I  had  two  smaller  stores,  and  this  was  to  be  my  largest 
store,  occupying  13,000  square  feet.  I  would  also  require  a  much 
larger  amount  of  financing  to  fund  than  my  previous  ventures. 

Though  I  had  developed  a  good  relationship  with  my  bank.  First 
Bank  of  Ketchikan,  I  could  sense  their  concern  with  the  amount 
needed  to  start  this  store.  After  several  meetings  with  John  Clifton 
of  First  Bank,  he  felt  that  we  would  be  a  good  candidate  for  an 
SBA  loan.  We  filled  out  the  necessary  paperwork  to  apply  for  the 
loan,  and  within  a  matter  of  weeks  we  had  approval. 

The  store  has  been  a  success  from  the  beginning.  And  through 
the  profits  that  we  generated,  along  with  additional  loans  from 
First  Bank,  we  were  able  to  add  4,000  square  feet  to  this  building 
and  put  in  a  full-line  toy  store.  Later  we  added  a  U.S.  Postal  sub- 
station. These  additions  have  allowed  us  to  increase  our  profits 
even  greater. 

Without  the  initial  SBA  loan,  we  might  not  have  ever  been  able 
to  get  the  project  off"  the  ground  in  the  first  place.  Profits  from  the 
store  have  since  enabled  us  to  acquire  other  larger  businesses. 

I  feel  strongly  that  this  program  is  an  opportunity  that  is  ex- 
tremely important  to  the  strong  growth  and  development  of  not 
only  a  healthly  economy  in  our  community  but  our  country  as  well. 
This  is  a  program  that  can  give  individuals  who  might  not  have 
ever  had  the  opportunity  to  make  their  dreams  and  ambitions  be- 
come reality,  at  the  same  time  creating  jobs  and  contributing  to  a 
strong  economy. 

Thank  you. 

[Attachment  to  the  statement  of  Mr.  Coates  follows:] 
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David  L.  Coates 

Answers  to  Pre-hearing  Questions 

Q:         How  much  time  was  required  to  finalize  financing? 
A:         We  spent  less  than  two  years  to  finalize  financing. 

Q:         Had  SBIC  financing  not  been  available,  where  would  you  have  secured  funds? 

A:         Had  SBIC  financing  not  been  available,  we  would  have  continued  to  pursue 
fiinds  through  our  bak  or  the  store  may  not  have  existed. 

Q:         How  did  you  learn  about  the  SBIC  program? 

A:         I  learned  about  the  SBIC  program  fi-om  my  banker,  John  Clifton,  at  First  Bank 
of  Ketchikan. 


Q:         Did  you  take  advantage  of  any  SBA  managerial/operational  assistance 
programs? 

A:         I  did  not  take  advantage  of  any  SBA  Managerial/Operational  assistance 
programs. 


Q:         Can  you  provide  a  rough  estimate  of  the  economic  impact  made  by  your 
organization? 

A:         My  organizations  have  grown  to  provide  jobs  to  approximately  100  people. 
Many  of  these  jobs  might  not  be  available  now  if  our  original  financing  had 
not  gone  through  to  enable  us  to  grow  to  where  we  are  today. 


Q:         How  would  you  improve  the  existing  system? 

A:         I  have  no  problems  with  the  existing  system.    It  has  served  us  well  in  our 
situation. 
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Chairman  Bond.  Thank  you  very  much,  Mr.  Coates. 
Now,  Mr.  Seley. 

STATEMENT  OF  STEVE  SELEY,  JR.,  PRESIDENT,  SEABORNE 
LUMBER  COMPANY,  KETCHIKAN,  ALASKA,  AND  PRESIDENT, 
SELEY  CORPORATION,  KETCHIKAN,  ALASKA 

Mr.  Seley.  Good  morning.  Senator  Bond.  My  name  is  Steve 
Seley,  Jr.  I  am  the  President  of  Seaborne  Lumber  Company,  and 
we  are  involved  in  the  forest  products  business  in  southeastern 
Alaska. 

The  timber  supply  that  we  depend  on  is  the  SBA  timber  sale  pro- 
gram. The  U.S.  Forest  Service  has  an  agreement  with  the  Small 
Business  Administration  to  provide  80  million  board  feet  of  timber 
to  small  business  operators.  And  the  definition  of  an  SBA  operator 
is  an  operator  with  less  than  500  employees. 

This  SBA  program  is  administered  by  a  gentleman  located  in  Se- 
attle. His  budget  has  been  restricted  to  the  point  he  can't  travel 
and  meet  with  us.  I  have  seen  him  two  times  in  15  years. 

The  Forest  Service  has  been  unable  or  unwilling  to  put  up  the 
supply  of  timber  to  meet  that  80  million  board  feet  agreement.  This 
agreement  is  due  to  expire  September  of  this  year. 

Two  months  ago,  we  sat  down  with  the  Forest  Service  and  Joe 
Holder  from  the  SBA  and  provided  new  language  for  the  agree- 
ment. The  Forest  Service  has  had  it  for  2  months.  It  has  been  in 
their  legal  staff,  and  it  has  not  been  presented  back  to  us.  So  at 
this  point  we  do  not  know  exactly  where  we  are  standing.  We  feel 
that  the  Forest  Service's  inability  or  unwillingness  to  put  up  supply 
to  meet  the  needs  of  industry  is  one  of  the  reasons  they  have  not 
come  back  out  with  this  new  program. 

So  I  think  two  things  need  to  be  addressed.  One,  funding  from 
Holder,  or  that  position,  to  allow  travel  in  southeastern  to  identify 
our  needs  if  that  agreement  is  being  met  properly  and  assistance 
to  get  it  in  place. 

Governor  Knowles  has  assembled  a  team  of  Alaskans  under  his 
new  Marketing  Alaska  Program.  Industry  people  of  all  of  our  dif- 
ferent areas  have  gathered.  I  am  on  the  Timber  Committee  and 
chair  the  subcommittee  tasked  with  the  project  to  determine  what 
value-added  manufacturing  can  be  done  within  our  State  to 
squeeze  the  last  bit  of  value  out  of  our  log  and  employ  people  that 
have  been  put  out  of  work  with  this  overall  reduction  in  the  timber 
program. 

The  idea  that  we  have  boiled  down  to,  encompasses  a  regional  fa- 
cility, or  multiple  regional  facilities  throughout  the  State,  that  pro- 
vide that  extra  manufacturing  capability.  Dry  kilns,  planers,  a 
reman  facility  that  will  give  us  the  capability  to  dry  and  dress  lum- 
ber and  put  it  out  into  the  finished  marketplace. 

Today,  at  our  sawmill,  we  have  spent  millions  of  dollars  in  up- 
grades— last  year,  $1.4  million — to  bring  our  equipment  into  the 
20th  century  in  our  breakdown  facility. 

This  year,  we  were  budgeted  to  spend  another  half  million  dol- 
lars. You  will  be  interested  to  know  we  chose  the  equipment  to  be 
built — it  is  currently  being  built  in  West  Plains,  Missouri.  It  was 
the  equipment  that  we  felt  best  met  our  needs  and  we  got  the  best 
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cost  for  the  dollar.  It  will  give  us  the  capability  to  produce  on-size 
green  products. 

For  the  industry  I  think  we  need  to  continue  with  the  idea  on 
the  regional  manufacturing  facility.  Industry  for  each  of  these  fa- 
cilities is  going  to  look  at  probably  a  $5  million  to  $7  million  ex- 
penditure. It  will  encompass  a  burner  that  will  burn  our  wood 
waste,  capture  that  heat,  produce  steam,  which  can  then  be  used 
for  producing  electricity,  will  take  that  steam  and  run  it  in  dry 
kilns,  and  then  go  through  the  other  manufacturing  processes. 

There  is  no  reason  southeastern  Alaska  is  not  producing  door 
components,  window  components,  glue  lam  beams,  trusses,  you 
know,  the  products  that  we  need  to  build  this  new  housing  for  the 
Coast  Guard  Base.  Right  now  we  are  doing  that  in  Canada  because 
it  is  the  closest  location  for  my  mill  to  go  to  get  the  job  done. 

The  funding  question  we  have  never  been  able  to  really  answer 
in  our  committee.  We  think  it  will  need  to  be  a  cooperative  effort 
between  the  local  region  where  that  facility  will  be  installed,  AIDA, 
SBA,  possibly  the  Federal  Government.  And  we  are  really  looking 
hard  for  ways  to  put  that  together  and  will  be  interested  in  any 
suggestions  that  you  have. 

Thank  you. 

[The  prepared  statement  of  Mr.  Seley  follows:] 
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TESTIMONY  OF 

STEVE  SELEY,  JR.,  of 

SELEY  CORPORATION 

before  the 

COMMITTEE  ON  SMALL  BUSINESS 

at  the 

U.S.  COAST  GUARD  BASE 

KETCHIKAN,  ALASKA 

this 

AUGUST  17,  1995 


Good  Morning  Senator  Bond  and  Senator  Murkowski.   I  would  like  to  thank  you  for  this 
opportunity  to  testify  on  Small  Business  Administration  issues  this  morning. 

My  name  is  Steve  Seley,  Jr ,  President  and  owner  of  Seley  Corporation  located  here  in 
Ketchikan,  Alaska.  Seley  Corporation,  over  the  past  17  years,  has  developed  into  a 
multi-faceted  company  involved  in  logging  and  forest  products  manufacturing,  mahne 
construction,  marine  transportation,  heavy  construction,  and  remote  site  housing. 
Seley  Corporation  presently  employs  57  hard  working  individuals,  many  of  whom  you 
may  have  seen  yesterday  at  the  rally.  Senator  Murkowski. 

Presently,  our  businesses  are  pnmanly  forest  products  related.  Our  SBA  operation 
known  as  Seaborne  Lumber  has  the  "in-house"  ability  to  take  a  tree  from  stump  to 
market.  In  the  last  year,  we  have  improved  our  ability  to  produce  primary  and 
secondary  manufactured  wood  products  by  installing  $1.3  million  in  machinery 
upgrades.  These  upgrades  will  ensure  the  profitability  of  our  company,  the 
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employment  of  additional  men  and  women  and  higher  socio-economic  returns  to  the 
community. 

The  current  trend  in  Southeast  Alaska  is  toward  a  finished  product  market.  Our 
industry  has  been  working  with  the  Governor's  office  to  strive  toward  a  process 
whereby  we  can  incorporate  secondary  manufacturing  into  Alaska's  timber  industry. 
Presently,  our  timber  is  being  sent  to  Japan  or  the  Pacific  Northwest  where  is 
processed  further  and  then  sent  back  to  Alaskan  residents  who  purchase  these 
products  at  a  premium.  We  can  do  the  same  manufactunng  here  in  Alaska. 

Our  idea  encompasses  a  regionally  located  kiln  drying  facility.   Industry  is  working  with 
the  State  of  Alaska  to  create  a  funding  structure  and  business  strategy  for  such  a 
facility.   But  unfortunately  both  cannot  finish  this  alone.  Small  Business  Administration 
support  and  funding  will  also  be  required,  either  as  a  separate  entity  or  possibly  in 
some  form  of  partnership.   I  believe  that  this  project  can  work  and  will  profitable  in  both 
economic  sense  and  employment  sense. 

This  project  can  be  a  reality  but  aside  from  funding,  we  will  need  further  assistance 
from  the  SBA.  Timber  supply  is  the  key  issue  for  justifying  the  funding  for  a  regional 
kiln  facility  and  satellite  secondary  manufacturing  facilities.   It  is  safe  to  say  that  supply 
dictates  funding  levels  and  supply  dictates  potential  growth  and  processing 
opportunities  in  the  timber  industry. 

The  SBA  needs  to  help  solidify  the  SBA  timber  industry  and  corresponding  federal 
timber  sale  program  in  Southeast  Alaska.    SBA  needs  to  work  with  industry  and  the 
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USDA  Forest  Service  to  create  a  more  concrete  timber  sale  program  than  exists  at 
present.  Currently,  there  is  only  an  agreement  between  SBA  and  Forest  Service  for  an 
80  mmbf  target  volume.   Unfortunately,  this  agreement  fails  to  be  met  year  after  year 
because  there  is  nothing  binding  in  its  writing.  We  need  a  program,  crafted  by  all  these 
groups,  which  creates  an  agreement  (contract)  whereby  the  Forest  Service  wjl]  meet  its 
SBA  timber  obligation  for  timber.  At  present,  SBA  mills  in  Southeast  Alaska  have  the 
capacity  to  process  100  mmbf.  -    ■   • 

To  monitor  this  industry  growth  and  Forest  Service  timber  sale  program,  we  would 
request  that  your  committee  recommend  appropriating  the  SBA  timber  representative 
for  Alaska,  who  is  located  in  Seattle,  funds  so  that  he  can  consistently  monitor  the     . , 
progress  here  on  a  monthly  basis  rather  than  obtain  information  on  progress  through 
word  of  mouth,  thus  obtaining  mixed  reviews  on  progress  •   ■ 

Thank  you  for  this  opportunity  and  time  to  testify  before  you  here  this  morning.   I  would 
be  happy  to  answer  any  question  at  this  time.  -. 
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Chairman  BOND.  Let  me  thank  all  of  you.  But,  Mr.  Seley,  par- 
ticularly, you  have  told  me  about  a  program  I  have  never  heard  of 
before.  There  are  a  bunch  of  programs  related  to  SBA  This  is  the 
first  time  I  have  heard  of  it. 

I  had  heard  earlier — at  our  Anchorage  hearing,  we  ran  into  the 
question  of  why  HUD  would  not  allow  wood  and  timber  harvested 
in  Alaska  to  be  used  to  heat  homes  here.  And  they  did  not  have 
any  kiln  drying  facilities,  which  was  part  of  it.  This  is  an  area  that 
I  find  extremely  interesting. 

Let  me  ask  you,  how  do  you  get  along  with  OSHA  in  your  busi- 
ness? Do  you  have  any  problems  with  OSHA? 

Mr.  Seley.  Well,  we  have  OSHA  problems  where  OSHA  has 
come  into  our  facility.  We  ask  regularly  for  voluntary  compliance 
checks.  They  give  us  a  list  of  where  they  feel  we  are  out  of  compli- 
ance. And  we  go  to  work  on  every  one  of  those  items,  all  except  one 
that  I  refuse  to  do,  and  it  is  a  cover  that  they  want  over  our  green 
chamber  that  we  pull  lumber.  And  in  my  experience,  that  is  a  haz- 
ard. 

In  the  mills  that  I  have  operated,  when  you  are  pulling  lumber 
ofi"  that  chain,  another  structure  around  you  to  supposedly  keep  the 
rain  off  only  is  a  pinch  point.  We  break  fingers,  and  legs,  and  toes. 
It  is  something — and  it  is  an  obstruction  in  the  area. 

And  we  finally  found  a  fellow  that  is  willing  to  assist  us,  a  con- 
tractor who  is  willing  to  assist  us,  in  taking  this  back  to  OSHA  and 
ask  them  to  prove  to  us,  you  know,  other  than  they  simply  want 
a  cover  over  that  fellow — we  are  all  working  in  the  rain.  They  have 
chose  that  guy  to  have  a  cover  over  the  top  of  him.  And  our  point 
is  valid.  What  they  are  requiring  us  to  do  is  expose  that  individual 
to  a  hazard  that  he  is  not  now  exposed  to.  He  wears  rain  gear,  like 
the  rest  of  us,  when  it  is  raining,  and  a  hat  to  keep  the  sun  off 
when  the  sun  shines.  We  do  not  need  it,  and  they  have  gone  over- 
board. And  I  think  unless  industry  takes  them  on  in  these  areas, 
and  we  have  chosen  one  and  continue  to  battle  our  point,  they  are 
going  to  run  over  the  top  of  us. 

Chairman  BOND.  But  it  sounds  that  you  have  achieved  what  a 
lot  of  people  would  think  would  be  nirvana,  where  OSHA  is  work- 
ing cooperatively  with  you  and  not  coming  in  and  hitting  you  with 
fines.  If  they  are  actually  working  to  help  you  make  the  workplace 
safer,  that  may  be  the  best  news  I  have  heard  on  OSHA  for  some 
time. 

Mr.  Seley.  Well,  they  are  not  without  their  fines.  I  think  we 
have  got  about  a  $7,500  fine  that  they  have  placed  for  us.  There 
are  some  areas  that  they  feel  are  fineable,  and  they  want  it — a 
kickback  device  on  the  power  saw  is  not  operable  and  they  find  it, 
they  immediately  hit  you  with  a  fine  that  is  equal  to  the  price  of 
the  power  saw.  The  idea  is  if  your  fellow  in  the  yard  detects  that 
something  is  wrong,  you  go  buy  him  a  new  saw.  I  guess  you  give 
the  other  one  away  or  try  to  fix  it,  or  whatever. 

I  do  not  agree  with  them,  but  we  have  tried  to  take  in  all  these 
areas  where  Government  is  regulating  and  make  them  part  of 
the — use  them  for  what  we  can.  We  want  a  safe  workplace  for  our 
people,  and  we  take  every  benefit  we  can.  And  the  areas  that  we 
feel  are  wrong,  we  are  going  to  take  them  on. 
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Chairman  Bond.  On  independent  contractors,  Ms.  Marshall  real- 
ly got  clobbered  on  that  one. 

Senator  MURKOWSKI.  Well,  you  know,  it  is  pretty  hard  to  offer 
anything  other  than  sympathy  when  you  have  a  run-in  with  the 
IRS.  I  do  not  know.  The  constant  pressure,  the  constant  timely  re- 
sponse to  their  mandates.  And  we  are  happy  to  intervene  as  your 
delegation  on  an  individual  effort,  which  we  do  often.  And  Sherrie 
Slick  is  here  today.  And  we  will  take  the  bull  by  the  horn,  so  to 
speak,  and  try  and  address  some  satisfaction. 

Ms.  Marshall.  Sir,  your  office  was  very  helpful  in  1990  when 
they  first  came  in  and  tried  to  clobber  me.  I  appreciate  that.  It  was 
very  helpful. 

Right  now  they  have  decided  that  they  are  going  to  develop  pro- 
files of  various  industries.  And  based  on  their  profile,  if  a  reporter, 
tax  reporter,  is  not  in  line  with  that  profile,  they  are  going  to  as- 
sume guilt.  I  mean,  those  tactics  are  horrible. 

Chairman  Bond.  This  is  one  thing  that  is  really  bothering  us, 
and  Senator  Murkowski  and  I  have  been  talking  about  it.  This  is 
something  where  the  IRS,  to  make  its  tax  compliance  job  a  little 
easier,  thinks  it  wants  to  determine  how  business  structures  itself, 
and  that  gets  to  be  a  fundamental  problem.  I  mean,  are  they  busi- 
ness structurers  or  are  they  collectors  of  taxes?  And  this  is  a  prob- 
lem that  really  has  hit  9,n  awful  lot  of  small  businesses.  And  I 
know  the  American  Institute  of  Certified  Public  Accountants  has 
done  an  analysis  of  it,  and  it  is  just  outrageous,  really,  what  the 
IRS  is  doing.  And  I  think  we  are  going  to  take  a  look  at  that  and 
see  if  we  can  mobilize. 

We  are  not  going  to  get  the  16th  amendment  repealed,  at  least 
not  in  the  near  future,  but  there  are  some  others. 

Do  you  want  to  follow  up? 

Senator  MURKOWSKI.  I  want  to  just  follow  up  very  briefly  with 
Steve. 

You  indicated  that  you  were  waiting  for  a  response  and  then  2 
months? 

Mr.  Seley.  That  is  correct.  We  sat  down — Cliff,  with  Alaska 
Lumbermen,  was  instrumental  and — 2  months  ago? 

Mr.  Skillings.  About  2  months  ago. 

Mr.  Seley.  We  sat  down  with  Fred  Walker  of  the  Forest  Service 
and  Joe  Holder  with  SBA,  pulled  out  the  old  or  the  existing  SBA 
agreement,  which  is  due  to  expire,  I  think,  September  23,  and  we 
didn't  ask  for  more  volume,  we  didn't  ask  for  the  volume  that  we 
need  to  meet  our  needs.  We  asked  for,  you  know,  get  it  in  place 
and  renew  it,  provide  the  language  for  it. 

We  were  in  agreement  when  we  left.  Our  side,  the  Forest  Service 
representative,  and  Mr.  Holder. 

It  has  been  in  Juneau  now  for  2  months.  We  have  checked  on 
it,  and  they  say  it  is  back  in  legal  or  it  is  tied  up. 

Senator  MuRKOWSKl.  Well,  what  did  they  tell  you  initially?  How 
long  could  you  expect  you  would  have  to  wait  for  a  response? 

Mr.  Seley.  They  did  not  give  us  a  date,  except  we  know  the  expi- 
ration is  coming  up  the  23d  or  the  26th  of  next  month,  and  we  ex- 
pect it  in  place  at  that  point. 

Senator  MURKOWSKI.  Would  you  give  that  information  to 
Sherrie?  •.  -  -;  ,^      •■ 
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I  will  personally  contact  the  Forest  Service  and  ask  them  if  they 
have  enough  information  to  make  their  decision.  If  they  do  not,  we 
will  get  back  to  you.  I  will  ask  them  then  if  they  have  enough  infor- 
mation, when  they  are  going  to  make  the  decision.  And,  obviously, 
you  know,  we  cannot  influence  the  decision,  but  we  can  sure  hold 
them  to  a  timeframe,  and  it  is  part  of  our  job.  We  would  be  happy 
to  do  it.  OK? 

Mr.  Seley.  That  is  the  thing.  We  look  to  value-added.  It  is  kind 
of  a  buzz  word  and  everybody 

Senator  MURKOWSKI.  Well,  that  was  my  next  question,  because 
it  is  a  buzz  word.  Everybody  is  using  it.  But  the  reality  of  making 
the  investment  for  value-added  and  competing,  relatively  speaking, 
where  you  have  a  specie,  say,  that  is  not  of  the  acceptability  of 
Douglas  fir,  in  the  hemlock,  which  is  almost  70  percent  of  the  for- 
est  

Mr.  Seley.  That's  correct. 

Senator  MURKOWSKI.  And  your  additional  costs  plus  transpor- 
tation to  market — because  you  cannot  manufacture  value  added  to 
any  extent  and  serve  local  markets  solely,  because  the  markets  are 
not  that  big.  You  know,  Ketchikan  is  the  fourth  largest  city  in  this 
State,  and,  you  know,  a  population — what  is  it? 

Mr.  Seley.  13,000. 

Senator  MURKOWSKI.  12,  13,000,  something  like  that,  and  then 
Juneau  and  then  Anchorage  and  then  Fairbanks.  The  shipping  is 
all  wrong. 

So  you  put  in  an  investment  and  you  have  got  to  be  competitive 
in  marketing  that  in — markets  of  the  Pacific  Northwest  or  the 
West  Coast  of  the  United  States.  And  that  is  why — you  know,  I 
hear  the  buzz  word,  but  I  am  an  old  kind  of  glassy-eyed  banker, 
and  I  want  to  know  how  you  are  going  to — you  know,  is  it  a  good 
financial  investment,  can  you — it  takes  a  lot  of  thought,  a  lot  of 
commitment  to  enter  into  that  kind  of  a  market  where  you  do 
value-added.  But  it  is  not  impossible. 

In  your  business,  you  went  from  cants.  You  got  a  metric  head 
ring.  You  went  to  finish  lumber.  But  you  still  went  to  an  export 
market. 

I  am  talking  in  general  terms  when  you  ran  Wrangell,  and  so 
forth  and  so  on. 

We  were  not  marketing  much  in  the  U.S.  Now  we  are  starting 
to  move  some  of  that  product  down  to  the  West  Coast.  But  now  we 
want  a  further  value-added.  And,  you  know,  are  we  there?  It  is  not 
necessarily  apparent.  We  are  still  exporting  our  cedar  logs,  because 
allegedly  the  market  is  not  there.  But  now  they  say  it  might  be 
there,  and  we  are  willing  in  our  legislation  to  prohibit  the  export 
of  red  and  yellow  to  encourage  that. 

But  it  is  still  an  interesting  buzz  word.  And  when  the  task  force 
talks  about  value-added,  you  need  to  get  some  specifics,  put  up  a 
chalkboard  and  say,  OK,  the  most  likely  is  one,  two,  three,  four. 
Then  who  is  going  to  do  it?  KP  is  not  going  to  do  it,  necessarily. 
They  are  in  a  different  market.  The  little  guy,  like  yourself,  that 
is  willing  to  try  it,  is  going  to  need  some  incentives,  help,  some  ex- 
pertise maybe  in  marketing.  And  it  takes  some  intestinal  fortitude 
and  takes  a  bank  that  is  willing  to  go  along  with  you. 

Tell  me  about  it. 
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Mr.  Seley.  The  value-added  is  not  only  for  our  local  markets. 
Our  worldwide  markets  are  changing  drastically.  You  know,  our 
market — the  market  for  our  product  almost  100  percent  has  been 
Japan. 

Today  we  are  looking  at  the  European  market.  Our  wood  cannot 
even  go  to  Europe  unless  it  is  at  least  heat  treated  or  dried.  We 
have  got  European  window  and  door  producers  who  like  our  hem- 
lock, like  the  grain  structure,  like  the  color.  But  that  product  has 
got  to  either  be  heat-treated  or  dried.  That  is  why  we  are  taking 
it  to  Canada. 

The  same  in  Japan.  Our  baby  squares  that  we  use  to  produce 
rough  grain,  we  then  transition  to  Wrangell,  the  surface  grain.  We 
are  now  taking  that  product  to  Vancouver,  where  it  will  be  dried, 
put  on  a  Japanese  grade  stamp  and  shipped  off  to  that  country. 

So  it  is  not  just  our — when  we  say  local  markets  or  what  we  can 
do  in  Ketchikan,  other  than  our  shop  grade  products  that  will  con- 
tinue to  stay  in  a  green  form,  the  balance  of  the — that  lower-end 
spectrum  will  need  to  be  dried  and  dressed  in  a  finished  product. 

Senator  MURKOWSKI.  I  always  recall  the  investment  that  went 
into  Palmer  probably  20  years  ago  where  they  were  putting  in  a 
birching  facility,  putting  in  dry  kilns.  It  was  a  substantial  invest- 
ment. It  probably  operated  7  months  before  it  permanently  shut 
down.  Whether  it  was  ahead  of  its  time,  the  birch  is  there,  but  just 
could  not  put  it  together. 

Mr.  Seley.  I  think  it  is  like  the  facility  in  Seward.  It  is  a  com- 
bination of  your  delivered  log  cost  to  that  facility,  then  your  manu- 
factured cost  to  the  marketplace.  And  if  you  have  got  a  high  compo- 
nent in  either  of  those  two,  you  will  find  yourself  out  of  business. 

You  know,  the  part  that  we  have  here  in  the  Tongass,  we  have 
got  a  high-quality  fiber  that  is  sought  in  worldwide  markets,  not 
just  the  U.S.  domestic.  We  have  been  able  to  manufacture  it,  break 
it  down  in  our  facilities  at  an  average  or  lower-than-average  indus- 
try cost.  And  if  we  can  get  that — if  we  can,  you  know,  get  logs  to 
our  facility  at  a  commercially-reasonable  rate,  this  industry  will 
survive  and  we  will  continue  to  build  jobs  with  this  value-added 
manufacturing  capability. 

Senator  MuRKOWSKl.  I  am  going  to  excuse  myself.  I  am  going  to 
meet  with  some  of  the  Coast  Guard. 

I  want  to  thank  the  panel,  and  I  want  to  thank  you,  and  I  want 
to  thank  those  that  participated  previously.  To  my  point  of  view, 
it  has  been  very  worthwhile. 

Chairman  Bond.  Senator,  I  very  much  appreciate  your  hospi- 
tality, and  Capt.  Peterson. 

We  have,  obviously,  a  lot  of  things  to  talk  about.  I  think  we  will 
close  the  formal  part  of  the  hearing  with  a  thanks  to  this  panel  and 
to  the  others.  You  have  given  us  a  great  deal  to  work  on. 

I  have  learned  some  things  about  a  small  business  program  I 
never  knew  about  today,  and  we  have  had  some  very  valuable  in- 
sights as  to  where  to  work  on  the  tax  system,  where  to  work  on 
the  regulations  and  also  to  keep  the  timber  industry  alive. 

With  thanks  to  all  our  participants,  I  now  call  these  hearings  to 
a  close. 

[Whereupon,  at  10:47  a.m.,  the  Committee  was  adjourned.] 
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